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ABSTRACT 

This  paper  presents  a  general  discussion  of  the  economic  effects  of 
annexation  upon  city  finances,  as  well  as  a  method  for  estimating  the  fiscal 
impact  of  annexation.    The  method  described  is  a  refinement  of  one  developed 
by  the  authors  in  a  1973  study  of  Richmond  which  employed  proxies  for  measur- 
ing revenue  accrued  and  expenditures  incurred  as  a  result  of  annexation.  The 
proxies  used  in  the  earlier  study  are  tested  against  results  obtained  through 
the  use  of  actual  fiscal  1975  data  for  the  City  of  Richmond  collected  by  the 
City  as  part  of  a  legal  challenge  to  the  annexation. 
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CHAPTER  ONE 
INTRODUCTION 

1/ 

In  the  two  and  a  half  years  since  the  authors'  original  study      of  the 
impact  of  annexation  on  the  fiscal  resources  of  the  City  of  Richmond,  the 
question  of  the  fiscal  viability  of  the  nation's  large  cities  has  become  an 
even  more  vital  issue.    Sparked  by  New  York  City's  mid-1975  fiscal  crisis, 
older  urban  areas  are  increasingly  concerned  about  the  prospect  of  keeping 
their  "books  balanced." 

On  the  face  of  it,  annexation  by  a  city  of  surrounding  suburbs,  contain- 
ing open  land  for  development  and  a  more  prosperous  population,  seems  a  promis- 
ing solution  for  cities  plagued  by  the  outmigration  of  affluent  households  and 
the  higher  costs  of  providing  public  services  to  those  families  who  remain. 

And,  in  fact,  existing  evidence  suggests  that  growing  cities  tend  to  be  fiscally 

2/ 

healthier  than  cities  with  declining  populations.        The  primary  means  by  which 

central  cities  have  grown  during  the  decade  of  the  1960s  was  through  annexation, 

with  98  percent  of  central  city  population  growth  being  accounted  for  by  the 

expansion  of  city  boundaries. 

Although  a  number  of  cities  have  turned  to  annexation  as  a  means  of 

improving  their  financial  status  and  of  alleviating  land  use  and  other  problems, 

annexation  may  not  be  a  feasible  alternative  for  all  jurisdictions.  The 

objective  of  this  paper  is  to  outline  some  general  issues  surrounding  annexation 

1/    Thomas  Muller  and  Grace  Dawson,  "The  Impact  of  Annexation  on  City 
Finances:  A  Case  Study  in  Richmond,  Virginia,"  The  Urban  Institute,  May  1973. 
This  study  was  submitted  to  the  litigants  and  Federal  judges  in  City  of  Richmond 
v.  U.S.,  376  F.  Supp.  1344  (D.D.C.,  1974),  although  it  did  not  become  part  of  the 
record. 

2/    For  a  more  detailed  discussion  of  the  characteristics  of  cities 
experiencing  growth  and  decline  see,  Thomas  Muller,  "Growing  and  Declining  Urban 
Areas:  A  Fiscal  Comparison,"  The  Urban  Institute,  November  1975. 


-2- 

and  to  provide  local  governments  with  a  method  for  determining  whether  a 
proposed  annexation  will  have  positive  fiscal  and  other  economic  effects. 

The  remainder  of  this  Chapter  will  discuss  the  extent  to  which  annexation 
is  occurring  across  the  nation,  various  reasons  local  governments  may  consider 
annexation  a  possible  solution  to  fiscal,  land  use,  and  other  problems,  and 
some  adverse  effects  of  annexation.    Also  a  number  of  general  issues  surround- 
ing the  impact  of  annexation  on  local  government  finances  will  be  briefly  con- 
sidered.   The  bulk  of  the  paper,  Chapters  Two  through  Six,  will  focus  on  re- 
fining a  method,  developed  earlier,  for  local  governments  to  use  in  estimating 
the  fiscal  impact  of  annexation.    Because,  regardless  of  its  other  potential 
benefits,  it  is  unlikely  that  annexation  will  be  considered  unless  it  appears 
to  be  fiscally  advantageous  to  the  annexing  jurisdiction,  a  method  for  deter- 
mining fiscal  impact  is  an  important  tool  for  local  governments  contemplating 
a  boundary  change. 

THE  INCIDENCE  OF  ANNEXATION 

Annexations  occur  in  all  shapes  and  sizes,  ranging  from  minor  boundary 
changes  that  involve  the  addition  of  only  a  few  hundred  acres  of  land,  to  major 
annexations  by  central  cities  of  forty  or  fifty  square  miles.     In  addition  to 
annexation,  jurisdictions  can  also  expand  via  the  mechanism  of  consolidation, 
which  consists  of  the  merging  of  two  jurisdictions  to  form  a  new  entity,  as  in 
the  case  of  Indianapolis,  Ind. ,  Jacksonville,  Fla. ,  and  Nashville,  Tenn. ,  each 
consolidating  with  their  surrounding  counties  to  form  new  county /cities.  For 
the  purposes  of  this  paper,  however,  we  will  consider  the  implications  of 
only  major  annexations--those  involving  the  addition  by  a  jurisdiction  of  at 
least  10  square  miles — since  only  in  such  instances  are  there  likely  to  be 
broad  economic  effects. 
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Between  1970  and  1973  there  were  23  thousand  annexations  recorded,  cover- 
ing a  land  area  of  3,483  miles  and  1.5  million  annexed  inhabitants.  Although 
the  vast  majority  of  these  fall  in  the  category  of  minor  boundary  changes,  some 
were  more  significant,  including  annexations  by  such  cities  as  Phoenix  (21 
square  miles),  Denver  (18  square  miles),  Kansas  City,  Kansas  (51  square  miles), 
Columbus,  Ohio  (23  square  miles),  Memphis  (43  square  miles),  El  Paso  (39  square 
miles),  and  San  Antonio  (70  square  miles).    Between  1970  and  1973  annexations 
of  10  square  miles  or  more  by  a  jurisdiction  occurred  in  17  states,  with  the 
largest  land  areas  being  annexed  by  local  governments  in  Texas,  California, 
and  Arizona. 

By  region,  13  of  these  states  are  located  in  the  South  and  West,  with  4 
in  the  North  Central  part  of  the  nation,  and  none  in  the  Northeast.    This  rate 
and  pattern  of  annexation  during  the  early  1970s  follows  that  of  the  previous 
decade.    Thus,  although  there  appears  to  be  a  widespread  incidence  of  annexa- 
tion, it  plays  an  important  role  in  the  population  and  employment  growth  of 
local  governments  primarily  in  the  southern  and  western  areas  of  the  country. 
This  varying  pattern  of  annexation  is  largely  a  function  of  differing  state 
laws  with  the  more  stringent  states  requiring  the  approval  of  the  citizens  be- 
ing annexed  before  the  procedure  is  finalized. 

Reasons  for  Annexation.    There  are  various  reasons  a  jurisdiction  may  con- 
1/ 

sider  annexation.        The  major  factor  cited  by  central  cities  is  the  need  for 

open  land  for  expansion  of  employment  opportunities.    Typically,  central  cities 

lose  both  middle  income  households  and  business  firms  to  suburban  areas.  The 

loss  of  employment  opportunities  in  turn  causes  a  relative  decline  in  personal 

income  which  reverberates  throughout  the  economy  of  the  city.     If  a  city,  by 

1/    For  a  brief  discussion  of  a  number  of  reasons  cited  for  annexation  by 
the  city  of  San  Antonio,  Texas  see:  Annexation  Task  Force,  Annexation  1972, 
San  Antonio,  Texas,  September  1972,  pp.  8-15. 
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annexation  or  consolidation  with  its  suburbs,  can  provide  large  tracts  of  open 
land    for  employment  expansion,  the  increased  personal  income  of  city  residents 
can  help  support  cultural,  recreational  and  other  facilities,  which  are  depend- 
ent on  a  large  economic  base.       These  facilities  serve  not  only  the  city^  own 
residents  but  also  can  be  enjoyed  by  residents  throughout  the  metropolitan  area. 

Closely  related  to  a  city's  private  economy  is  the  health  of  the  public 
treasury.    During  the  past  several  decades  there  has  been  a  trend  in  new  con- 
struction towards  more  land  intensive  forms  of  development.    Because  of  in- 
dividual preferences  for  low  density  neighborhoods,  improvements  in  transporta- 
tion systems,  and  advances  in  industrial  technology,  the  availability  of  lower 
priced  open  land  in  the  suburbs  has  been  a  prime  factor  in  the  movement  of 
families  and  businesses  outward  from  the  urban  core.     The  "pull"  factor  of 
available  vacant  land  for  development  at  the  suburban  edges  of  central  cities, 
together  with  the  "push"  factor  of  increased  tax  burdens  as  a  result  of  the 
less  affluent  urban  population  have  caused  the  lion's  share  of  residential  and 
employment  growth  to  take  place  in  the  suburban  areas  outside  central  cities. 

Viewed  from  the  perspective  of  the  metropolitan  area,  such  growth  outside 
the  city's  boundaries  is  not  necessarily  detrimental,  since  it  contributes  to 
the  viability  of  the  regional  economy  as  a  whole.    However,  viewed  more  narrowly 
in  terms  of  the  fiscal  condition  of  the  central  city,  the  use  of  vacant  develop- 
able land  outside  city  boundaries  to  house  middle  and  upper  income  residents 
and  business  firms  that  were  formerly  located  in  the  city  has  adverse  effects. 
The  dwindling  tax  base  which  results  from  this  outmigration  requires  higher 
taxes  to  provide  social  and  other  services  to  the  less  affluent  residents  who 
remain;  higher  taxes  may  then  cause  additional  upper  and  middle  income  house- 
holds to  leave.    One  means  of  offsetting  this  phenomenon  is  for  a  city  to 
annex  areas  on  its  periphery,  thus  "capturing"  those  residents  and  businesses 
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who  relocate  outside  the  urban  core  to  avoid  higher  taxes  and  other  perceived 
disadvantages  of  central  city  location. 

Another  argument  for  annexation  advanced  by  some  cities,  such  as  San 
Antonio,  Texas,  is  that  the  addition  of  undeveloped  land  with  growth  potential 
will  ensure  proper  land  use  by  zoning  ordinances,  construction  codes  and  other 
legislation  aimed  at  orderly  development.    Since  unincorporated  areas  in  most 
states  have  few,  if  any,  land  use  constraints,  the  chances  for  orderly  growth, 
through  the  use  of  uniform  land  use  criteria,  are  enhanced  by  the  annexation 
process. 

Finally,  annexation  is  sometimes  urged  to  avoid  the  fragmentation  of  a 
metropolitan  area  into  many  small  independent  municipalities.    This  fragmenta- 
tion, critics  argue,  can  create  disputes  regarding  the  location  of  highways, 
utilities,  and  low  income  housing  and  other  facilities  which  benefit  the  region 
as  a  whole.    In  the  absence  of  some  metropolitan  form  of  government,  an  unlikely 
occurrence  in  most  cities,  annexation  allows  the  development  of  these  facilities 
in  a  coordinated  fashion  under  one  government. 

Objections  to  Annexation.    The  major  political  argument  against  annexation 
is  that  citizens  being  incorporated  into  a  municipality  are  not  usually  given 
an  option  to  vote  for  or  against  such  an  action.    This  is  an  especially  important 
factor  since  there  is  substantial  evidence  that  annexation  consistently  results  in 
higher  taxes  for  those  residents  and  businesses  being  incorporated  into  the  larger 
jurisdiction.    Higher  taxes  occur,  in  part,  because  wage  rates  for  municipal 
employees  in  the  central  city — generally  higher  than  those  in  outlying  areas ~ 
become  the  standard  for  the  total  area.     In  addition,  the  scope  of  services  in 
central  cities,  particularly  social  services,  is  broader,  requiring  additional 
tax  resources.    Finally,  the  number  of  employees  performing  similar  services  per 
capita,  such  as  public  safety,  is  usually  higher  in  the  central  city  than  in 
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areas  being  annexed.    This  is  attributable  to  such  things  as  higher  crime  rates, 

the  absence  of  volunteer  fire  personnel,  and  other  factors. 

A  second  argument  against  annexation  that  arises  in  situations  where  there 

is  a  large  minority  population  in  the  central  city  is  that  their  voting  strength 

1/ 

might  be  diluted  through  city  expansion.        This  was  the  major  issue  in  the 
legal  challenge  to  the  Richmond  annexation,  and  is  reflected  in  the  requirement 
that  annexations  be  reviewed  by  the  U.S.  Department  of  Justice  for  conformance 
with  the  Voting  Rights  Act. 

Fiscal  factors  cited  against  annexation  include  scale  diseconomies  in  the 
provision  of  public  services,  since  as  size  and  population  increase,  the  unit 
cost  of  delivering  police,  fire,  sanitation  and  other  labor-intensive  services 
may  increase.     If  such  diseconomies  are  found,  the  fiscal  benefits  of  annexation 
may  be  at  least  partially  offset  by  the  higher  cost  of  service  provision.  Thus, 
a  jurisdiction  contemplating  annexation  is  by  no  means  guaranteed  a  fiscal  sur- 
plus as  a  result  of  expanding  its  boundaries.     The  following  Chapters  will  pre- 
sent alternative  approaches  for  estimating  the  fiscal  impact  of  annexation  on 
city  finance. 
AN  ANNEXATION  CASE  STUDY 

Our  first  attempt  at  measuring  the  fiscal  impact  of  annexation  on  city 
finances  was  made  in  1973.    At  that  time  we  focused  our  efforts  on  estimating 
the  impact  of  Richmond,  Virginia's  annexation  of  23  square  miles  of  neighboring 
suburban  Chesterfield  County.     This  1971  annexation  was  already  the  subject  of 
litigation  in  which  the  City  of  Richmond  was  being  challenged  by  a  group  of 

civil  rights  advocates  on  charges  that  the  annexation  had  effectively  diluted 

2/ 

the  voting  strength  of  the  black  residents  of  Richmond. 

1/  This  issue  is  the  subject  of  an  analysis  of  voting  patterns  subsequent  to 
the  Nashville,  Tennessee  consolidation.  According  to  this  study,  no  candidate  over- 
whelmingly supported  by  black  voters  was  defeated  when  suburban  white  voters  join- 
ed the  Nashville  electorate.  See:  Daniel  R.  Grant,  "A  Comparison  of  Predictions  and 
Experience  with  Nashville  'Metro'",  Urban  Affairs.  Vol.  1,  No.  1,  Sept.  1965,  p.  52. 

2/  The  Supreme  Court  decision  in  City  of  Richmond  v.  U.S.,   U.S.  ,  95  S. 

Ct.  2296,   (1975),  outlines  the  earlier  cases  challenging  the  annexation. 
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In  our  earlier  study  we  used  proxies,  such  as  income  and  housing  type,  to 
estimate  most  of  the  revenue  and  expenditure  items,  since  actual  data  were  not 
available.     This  lack  of  detailed  data  is  the  rule  rather  than  the  exception, 
since  local  governments  do  not  normally  keep  records  on  taxes  collected  and 
expenditures  incurred  by  sub-area  of  the  jurisdiction.    Thus,  a  local  govern- 
ment contemplating  a  large  annexation  would  need  to  rely  heavily  on  proxies  in 
determining  whether  the  proposed  annexation  will  be  fiscally  beneficial. 

In  the  summer  of  1975  an  opportunity  arose  for  testing  the  reliability  of 

the  proxies  used  in  our  original  methodology.    Noting  the  Urban  Institute's  1971 

1/ 

study  of  the  Richmond  annexation,      the  U.S.  Supreme  Court  remanded  the  Richmond 
case  to  the  lower  court  to  determine  "whether  there  are  now  objectively  verifi- 
able, legitimate  reasons  for  the  annexation"  such  as  "economic  or  administrative 

2/ 

benefits."       As  a  result  of  the  Supreme  Court  decision,  the  City  of  Richmond 
undertook  a  massive  data  collection  effort  to  trace  the  revenue  contributed  to 
the  City  coffers  by  annexed  area  residents  and  the  expenditures  made  by  the  City 
in  providing  services  to  these  residents  during  the  most  recent  year,  fiscal 
1975.    Our  second  case  study  on  Richmond's  annexation  will  take  advantage  of 
the  availability  of  this  unique  data  source,  as  will  be  discussed  below. 

METHODOLOGY  OF  THE  RICHMOND  STUDY 

The  following  Chapters  will  discuss  revenue,  operating  expenditures, 

capital  expenditures,  a  summary  fiscal  flow,  and  the  long-term  implications  of 

the  annexation  upon  Richmond's  finances.    We  have  followed  the  same  methodology 

3/ 

used  in  our  earlier  studies;      however,  the  availability  of  actual  data  for  many 

items  that  we  previously  were  required  to  estimate,  has  allowed  us  to  rely  less 

1/    Ibid. ,  at  2307  n.  8. 
2/    Ibid.,  at  2306. 

3/  Thomas  Muller  and  Grace  Dawson,  "The  Fiscal  Impact  of  Residential  and 
Commercial  Development:  A  Case  Study,"  The  Urban  Institute,  December  1972;  and 
Muller  and  Dawson,  op_.  cit. ,  (1973). 
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heavily  on  proxies.    As  in  our  earlier  work,  we  shall  refer  to  the  City  prior 
to  annexation  as  the  "old  city,"  the  area  of  Chesterfield  County  that  was  annexed 
in  1970  as  the  "annexed  area,"  and  the  City  post -annexation  as  the  "total  city." 
(See  Figure  1). 

The  methodology  selected  for  estimating  fiscal  effects  of  annexation 
depends,  to  some  extent,  on  the  time  horizon  of  analysis.    From  a  political  and 
perhaps  legal  perspective,  short-term  effects--one  to  five  years--are  more  important 
than  long-term  impact.     From  an  economic  perspective,  however,  long-term 
effects--ten  years  or  beyond — are  equally  important. 

The  major  disadvantage  of  short-term  estimates  is  that  a  surplus  or  deficit 
in  the  short  run  may  be  inconsistent  with  the  pattern  over  an  extended  time 
period.     Capital  needs  in  recently  annexed  areas  typically  exceed  those  in  parts 
of  a  city  where  growth  has  stabilized,  resulting  in  a  short-term  deficit. 
However,  once  a  newly  annexed  area  matures,  revenue  which  accrues  could  exceed 
capital  and  operating  costs. 

The  major  limitation  of  long-term  economic  projections  is  that  they  are 
subject  to  great  uncertainty.     Thus,  while  one  can  have  some  confidence  in  short- 
term  estimates,  projections  over  ten  years  or  more  must  necessarily  be  based 
largely  on  subjective  judgment. 

The  approach  suggested  by  the  authors,  and  applied  in  this  case  study, 
attempts  to  strike  a  balance  between  a  short  and  long-term  perspective.  Thus, 
while  the  short-term  "incremental  cost"  approach  dominates  the  methodology, 
average  costs  are  used  in  instances  where  incremental  costs  appear  too  modest 
to  reflect  likely  increases  anticipated  within  a  few  years.     For  example,  while 
there  may  be  no  short-term  increases  in  the  administrative  cost  of  government 
agencies  despite  an  expansion  in  population  and  service  demand  resulting  from 
annexation,  additional  administrative  services  would  be  necessary  to  maintain 
the  same  level  of  services  to  all  parts  of  a  jurisdiction    over  the  longer  run. 
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Following  are  some  general  comments  on  the  data  sources  used  in  this  study. 

DATA  SOURCES 

In  preparation  for  the  rehearing  of  the  Richmond  annexation  case  by  the 
U.S.  District  Court,  the  City  of  Richmond  initiated  an  intensive  data  collection 
effort  to  trace  the  revenue  derived  by  the  City  from  the  annexed  area  and  the 
local  expenditures  earmarked  for  services  for  the  City's  newly  annexed  residents. 
This  effort  represents  an  exceptional  undertaking  for  a  local  government—something 
that  would  be  unlikely  to  occur  in  the  absence  of  pending  litigation.    As  such, 
the  data  base  generated  offers  a  rare  opportunity  for  studying  the  potential 
of  annexation  as  a  remedy  for  the  fiscal  ills  of  a  central  city  and  also  an 
opportunity  to  test  the  proxies  developed  in  our  earlier  work.  However, 
the  revenue  and  expenditure  allocations  derived  from  these  data  necessarily  must 
be  considered  with  caution  since  they  originated  with  one  of  the  parties  to  the 
litigation.     Therefore,  in  order  to  take  advantage  of  this  potentially  rich 
source  of  information,  while  preserving  the  objectivity  of  our  research,  we 
have  used  a  variety  of  independent  sources  of    to  validate  the  City's 
information . 

Expenditures.     A  number  of  criteria  have  been  used  in  determining  the 
allocation  of  expenditures  for  the  wide  array  of  public  services  provided  by 
Richmond.    With  the  City's  own  expenditure  allocations  as  a  point  of  departure, 
we  have  examined  each  allocation  using  a  number  of  independent  sources  including: 
The  Annexation  Budget  -  Prior  to  the  annexation  the  City  of  Richmond 
prepared  a  special  Annexation  Budget,   which  contained  estimates  of 
revenue  and  expenditures  for  the  newly  annexed  area  of  the  City  for 
the  period  January  1970  through  the  end  of  fiscal  1970.    Because  this 
budget  represented  the  City's  own  best  estimates  of  the  likely  demand 
for  services  and  amount  of  revenue  related  to  the  annexed  area,  it 
provides  a  yardstick  against  which  the  City's  fiscal  1975  allocations 
c.in  be  lne.nsured. 
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•     Time  Series  Manpower  Trends  for  Richmond  -  We  have  assembled  budgetary 
data  previously  published  by  Richmond  on  the  increase  (or  decrease)  in 
the  number  of  public  employees  in  Richmond,  by  service,  for  the  period 
fiscal  1966  through  fiscal  1975.     These  data  have  enabled  us  to  observe 
unusual  increases  (or  decreases)  in  the  number  of  employees,  by  function, 
over  time,  in  order  to  identify  manpower  changes  attributable  to  the 
annexation. 

Cross  Sectional  Manpower  Trends  -  U.S.  census  data  were  collected  on 
increases  (or  decreases)  in  manpower,  by  type  of  service,  for  cities  of 
approximately  the  same  population  size  (200  to  300  thousand)  for  the 
years  fiscal  1966  to  1973.    A  subset  of  these  data  include  several  cities 
also  experiencing  annexation.     This  information  provided  a  basis  for 
distinguishing  national  trends  in  municipal  employment  from  those 
changes  that  might  be  attributable  to  annexation. 

Demand  for  Service  -  Finally,  the  City's  expenditure  allocations  were 
examined  to  provide  a  measure  of  likely  service  demand,  using  the 
socioeconomic  characteristics  of  residents  in  each  area  of  the  city,  as 
compared  with  similar  characteristics  of  residents  in  other  cities  of 
approximately  the  same  size,  as  general  guides. 
Revenue .    All  revenue  allocations  are  based  on  the  physical  location  of 
the  households  or  business  firms  directly  paying  the  tax,  fee,  or  service  charge 
as  determined  by  the  City  of  Richmond.     The  data  were  collected  by  various  City 
departments  and,  in  some  cases,  required  the  assistance  of  non-government 
organizations,  such  as  the  Virginia  Electric  Power  Company,  in  the  case  of  taxes 
on  consumer  utility  bills. 

The  Validation  of  Proxies.    As  noted  above,  in  the  following  Chapters  we 
will  present  revenue  and  expenditure  estimates  based  on  actual  1975  data  for 
Richmond,  Virginia.     In  each  of  the  tables  contained  in  the  text  there  will  be 


12- 


a  column  showing  the  percent  allocation,  by  part  of  City,  that  appeared  in  our 
1971  study.    These  percents  can  be  compared  with  the  fiscal  1975  percent  breakdown, 
also  shown  in  the  tables,  to  suggest  how  well  the  proxies  actually  did  in 
measuring  fiscal  impact.    A  brief  discussion  will  appear,  at  appropriate  places 
in  the  text,  of  reasons  the  proxy  measures  may  have  yielded  results  that  differ 
substantially  from  the  fiscal  1975  data.    In  addition,  those  items  for  which 
actual  data  are  likely  to  be  available  will  be  noted,  as  distinguished  from 
those  for  which  proxies  will  normally  be  required.    A  more  general  discussion 
of  the  use  of  proxies  and  their  reliability  under  varying  circumstances  can  be 
found  in  Chapter  Seven. 
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CHAPTER  TWO 
ALLOCATION  OF  LOCAL  REVENUE 

SOCIOECONOMIC  CHARACTERISTICS 

The  City  of  Richmond,  including  the  annexed  area,  had  a  population  of 

249,431  in  1970.    By  1973  the  population  had  dropped  4.5  percent,  to  a  total 

1/ 

of  238,000,  with  a  further  decline  to  233,100  residents  by  July  1,  1974. 
The  annexed  area  is  estimated  to  contain  19.2  percent  of  the  City's  population 
or  44,700  residents  as  of  1974.     The  proportion  of  non-white  families  in  the 
annexed  area  in  1970  was  3  percent,  considerably  below  the  51  percent  residing 
in  the  old  city. 

The  mean  family  income  of  residents  in  the  old  city  in  1969  was  $9,973, 

substantially  below  the  1969  average  for  annexed  area  families  of  $13,073. 

Between  1969  and  1972  per  capita  income  increased  by  29.5  percent,  roughly 

2/ 

equal  to  the  average  increase  for  the  State.        No  data  are  available  on  in- 
come by  part  of  city  since  the  1970  Census;  however,  in  most  cities  with  de- 
clining populations, income  increases  have  been  below  the  level  of  increases 
in  suburban  areas.     This  would  suggest  that  since  1970  income  in  the  annexed 
areas  has  risen  more  rapidly  than  in  the  old  city. 

As  will  be  shown  in  the  following  pages,  a  large  proportion  of  local 
revenue  in  Richmond—particularly  from  the  old  city — accrues  from  business 
firms.     For  fiscal  1975,  it  is  estimated  that  43  percent  of  all  local  revenue 
is  from  businesses,  with  57  percent  being  derived  directly  from  households. 

1/    The  City  estimates  that  most  of  this  decline  in  population  has  taken 
place  in  the  old  city,  with  13,900  fewer  residents  in  the  old  city  in  1974 
compared  to  1970. 

2/  U.S.  Bureau  of  the  Census,  Population  Estimates  and  Projections,  P-25 
1974,  1975. 
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RE VENUE  FROM  CITY  TAXES 

Cities  obtain  revenue  from  two  general  sources:  taxes  and  fees  levied 
on  residents  and  business  firms;  and  funds  received  from  the  state  and  federal 
governments.    Taxes  from  local  sources  in  large  cities  account  for  roughly  one 
half  of  total  revenue;  thus,  the  composition  of  a  city's  tax  package  can  have 
a  substantial  effect  on  whether  annexation  is  fiscally  beneficial  to  a  juris- 
diction.    Richmond  derives  local  revenue  from  taxes  on  real  estate,  sales, 
personal  property,  machinery  and  tools,  general  utilities  and  miscellaneous 
items.     Receipts  for  each  such  tax  will  be  allocated  between  the  old  and 
annexed  areas  of  Richmond  as  follows: 

REAL  PROPERTY  TAXES 

Although  Richmond  has  a  diversified  tax  base,  the  tax  on  real  property 
is  the  single  largest  source  of  local  revenue  as  is  the  case  in  most  other 
cities.     In  Richmond,  tax  on  real  property  provides  nearly  one  half  of  City 
tax  receipts.     Fortunately,  data  on  the  assessed  value  of  property  by  type  and 
location  is  available  in  all  jurisdictions,  therefore,  likely  property  taxes 
which  would  accrue  from  an  annexation  can  be  estimated  directly.  However, 
it  may  be  necessary  to  adjust  property  value  data  for  an  annexed  area  since 
both  assessment  practices  and  the  frequency  of  reassessments  usually  differ 
among  communities. 

The  assessed  value  of  real  property  in  the  old  city  and  annexed  areas  of 
Richmond  during  1975  is  shown  in  Table  1.     In  1975,  the  average  assessed  value 
of  a  single  family  dwelling  unit  in  the  annexed  area  was  $27,030,  compared  with 
$19,910  in  the  old  city.     The  assessed  value  of  commercial  property  in  the  total 
city,  excluding  vacant  land  was  $472  million.     Of  this  total,  74  million,  or 
16  percent,  is  in  the  annexed  area.     Industrial  property  accounted  for  a  total 
assessed  value  of  $286  million,  of  which  $23  million,  or  8.0  percent,  is 

located  in  the  annexed  area. 
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As  indicated  in  Table  1,  of  Richmond's  $41.6  million  real  property  tax 
revenue,  $9.5  million  accrued  from  the  annexed  area  and  the  balance  from  old 
city  for  fiscal  1975.     Since  actual  real  property  tax  data  were  available  for 
fiscal  1971,  no  proxy  was  used  in  our  earlier  study. 

Table  1 

Assessed  Value  of  Real  Property* 
Fiscal  1975   (In  Thousands) 


Assessed  Value 
of  all  Property 

Total  Real 
Property  Tax 
Revenue 

Per  Capita 
Assessed  Value  of 
Real  Property** 

Percent  of 
Total 
Revenue  1975 

Percent  of 
Total  Revenue 
1971 

1  City 
lexed  Area 

$1,659,278 
516,985 

$32,110 
9,449 

$8,810 
$11,570 

77.3 
22.7 

77.0 
23.0 

)TAL  City 

$2,176,263 

$41,559*** 

$9,340 

100.0 

100.0 

*  Includes  vacant  land 
**  Actual  dollar  value 
***  Does  not  include  delinquent  taxes 


SALES  TAX 

The  amount  of  additional  sales  tax  revenue  a  jurisdiction  is  likely  to 

receive  as  a  result  of  annexation  is  based  upon  the  level  of  sales  being  made 

within  an  annexed  area.     The  location  of  sale  is  the  determinent,  regardless 

of  the  residence  of  the  purchaser.     In  the  absence  of  sales  tax  receipt  data 

from  each  individual  retail  establishment  in  an  annexed  area,  it  is  possible 

to  estimate  likely  sales  tax  receipts  based  upon  data  that  appear  in  the  U.S. 
1/ 

Census  of  Retail  Trade.        This  survey,  taken  of  all  Standard  Metropolitan 

Statistical  Areas  (SMSAs)  every  five  years,  shows  sales  activity  for  the 

central  city,  major  shopping  centers  in  both  the  city  and  suburbs,  and  aggregate 

sales  in  the  balance  of  the  metropolitan  area. 

1/  Bureau  of  the  Census,  1972,  U.S.  Census  of  Retail  Trade,  Major  Retail 
Shopping  Centers  in  SMSAs,  May  1975. 
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Should  a  major  shopping  center  be  located  in  an  annexed  area,  the  propor- 
tion of  sales  at  that  center  as  compared  with  total  sales  in  the  SMSA  is  the 
best  guide  in  estimating  total  annexed  area  sales.     If  there  is  no  major 
shopping  center  in  an  annexed  area,  it  is  possible  to  use  the  assessed  value 
of  retail  property  as  a  proxy,  since  there  is  a  positive  correlation  between 
retail  property  value  and  sales  levels  per  capita.     The  assessed  value  of 
retail  property  per  capita  for  both  the  central  city  and  an  annexed  area  are 
easily  obtainable,  as  well  as  sales  levels  for  the  central  city.     Therefore,  it 
is  possible  to  derive  an  estimate  for  sales  levels  in  an  annexed  area  by  this 
method. 

Using  published  data  from  the  Census  of  Retail  Trade  in  our  1971  study, 
it  was  estimated  that  11.3  percent  of  total  sales  were  made  in  the  annexed 
area  of  Richmond.    Based  on  1975  data  collected  by  the  City  of  Richmond  on  the 
actual  location  of  business  firms  collecting  sales  taxes,  of  $10.1  million, 
$1.1  million,  or  11.0  percent  came  from  businesses  located  in  the  annexed  area, 
and  the  balance  from  the  old  city.     Thus,  the  use  of  Census  data  as  a  proxy 
appears  to  be  reliable.     In  addition,  as  14  percent  of  the  total  assessed  value 
of  commercial  property  was  located  in  the  annexed  area  in  1971.     Since  retail 
property  (usually  designated  by  a  zoning  category)  accounts  for  a  substantial 
share  of  all  commercial  property,  the  use  of  commercial  property  value  also 
appears  to  be  a  reasonably  reliable  proxy  for  actual  sales  data. 
STATE  SALES  TAX  REDISTRIBUTION 

A  number  of  states  redistribute  part  of  the  state  sales  tax  collections 
back  to  local  jurisdictions  based  on  various  criteria.     In  Virginia,  one  third 
of  the  3  percent  state  sales  tax  on  purchases  is  redistributed  to  cities  and 
counties  on  the  basis  of  the  number  of  children  between  the  ages  of  7  and  19 
residing  in  each  jurisdiction.     In  1970,  according  to  actual  data  available 
from  the  state,  21  percent  of  all  youths  in  this  age  category  resided  in  the 
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1/ 

annexed  area  of  Richmond.        However,  the  1974  census  conducted  by  the  state 
indicated  that  only  16.6  percent  of  the  population  in  the  7  to  19  age  group 
lived  in  the  annexed  area  more  recently.     This  change  is  attributed  to  the  out- 
migration  of  families  with  school  age  children,  as  reflected  in  school  enroll- 
ment, discussed  in  Chapter  Three.     The  significance  of  this  shift  is  that  it 
demonstrates  that  the  amount  of  an  intergovernmental  transfer  payment  can  change 
over  a  relatively  short  time  interval,  even  if  the  criteria  remain  the  same. 

Based  upon  the  1974  state  census,  16.6  percent  of  the  $5.5  million  re- 
distributed to  the  state  is  allocated  to  the  annexed  area,  with  the  balance  to 
the  old  city. 
PERSONAL  PROPERTY  TAX 

Personal  property  taxes  are  generally  grouped  into  two  categories:  those 

levied  on  households  and  those  levied  on  certain  property  owned  by  business 

firms,  such  as  office  furniture,  etc.     Since  automobiles  frequently  represent 

2/ 

the  primary  household  item  subject  to  the  personal  property  tax,        it  is 
necessary  to  know  the  number  and  value  of  cars  per  household  to  estimate 
personal  property  tax  liability.    Data  on  the  number  of  cars  per  household  are 
available  from  the  U.S.  Census  of  Population  and  Housing,  and  data  on  car 
value  are  available  from  the  National  Automobile  Dealers  Association. 

The  kinds  of  business  property  subject  to  the  personal  property  varies 
considerably  among  jurisdictions,  therefore  estimation  of  revenue  from  this 
source  must  be  done  with  care.    For  example,  in  Richmond  items  subject  to  the 
personal  property  tax  include  such  things  as  line  transformers,  meters,  and 
overhead  lines  of  electric  light  and  power  companies. 

1/    Data  provided  to  the  State  by  Department  of  Research,  Richmond  Public 
Schools,  "Richmond  Residents:  Race/Ages  1-19"  August  8,  1975  (mimeo) . 

2/    In  Virginia,  boats  and  private  aircraft  are  also  subject  to  the 
personal  property  tax. 


-18- 

1/ 

Using  a  computerized  matching  technique  known  as  DIME,  the  City  of  Richmond 
estimated  that  personal  property  taxes  from  households  and  firms  in  the  annexed 
area  in  fiscal  1975  totaled  $1.1  million,  or  16.3  percent  of  the  total  $6.9 
collected  by  the  City.     In  our  earlier  study  it  was  estimated  that  29.0  percent 
of  personal  property  tax  receipts  accrued  from  the  annexed  area,  based  primarily 
upon  the  ownership  and  value  of  private  automobiles.    Our  earlier  estimates 
neglected  taxable  business  personal  property.    Since  there  is  a  higher 
concentration  of  commercial  and  industrial  property  in  the  central  city  than  in 
the  annexed  area,  our  estimate    of  revenue  attributable  to  the  annexed  area  was 
too  high.    Although  useful  as  a  proxy  for  some  revenue  items,  using  the  pro- 
portion of  commercial  and  industrial  property  value  to  total  real  property 
value  would  have  been  a  poor  proxy  for  business  property  subject  to  the  tax 
in  the  annexed  area.    Business  firms  in  the  annexed  area  accounted  for  about 
14  percent  of  all  real  property  in  the  City,  but  only  7.5  percent  of  the 
personal  property  tax  on  business  accrued  from  the  annexed  area  in  fiscal 
1975  according  to  City  records. 

MACHINERY  AND  TOOL  TAX 

As  interpreted  by  the  State  of  Virginia,  this  tax  is  levied  only  against 
machinery  and  tools  utilized  in  manufacturing.    Although  8  percent  of  all  in- 
dustrial property  is  located  in  the  annexed  area,  enterprises  paying  this  tax 
are  concentrated  almost  exclusively  in  the  old  city.    As  a  result,  according 
to  City  records  for  fiscal  1975,  99.5  percent  of  the  $3.0  million  collected 
from  this  source  came  from  industry  located  in  the  old  city,  and  the  remainder 
in  the  annexed  area.     In  our  earlier  study,  the  allocation  of  machinery  and 
tool  tax  revenue  was  made  based  upon  the  proportion  of  industrial  property  by 
part  of  city,  yielding  an  8.0  percent  allocation  to  the  annexed  area,  with  92.0 

1/    DIME,  the  acronym  for  Dual  Independent  Map  Encoding,  is  a  method  for 
making  a  computer-readable  map  called  a  "DIME  File."    Once  drawn,  this  map 
allows  the  City  of  Richmond  to  sort  personal  property  and  other  tax  receipt 
accounts  by  location. 
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percent  allocated  to  the  old  city. 

Based  on  the  Richmond  experience,  the  use  of  industrial  real  property  value 
as  a  proxy  in  estimating  machinery  and  tool  tax  revenue  is  not  recommended. 
It  is  necessary  to  determine  the  specific  kind  of  machinery  such  a  tax  is 
levied  upon,  and  then  to  determine  the  location  of  industries  using  the 
machinery  subject  to  the  tax. 

GENERAL  UTILITY  TAXES 

Utility  taxes  in  Richmond  are  paid  by  both  business  enterprises  and  house- 
holds.    In  our  earlier  study,  tax  receipts  were  allocated  on  the  basis  of  the 

1/ 

share  represented  by  each  of  the  real  property  base.        Based  on  the  proportion 

of  residential  property  in  the  total  city,  residential  units  paid  63  percent 

2/  3/ 
of  all  utility  taxes  in  fiscal  1971.        This  totaled  $68  per  residential  unit. 

In  allocating  the  total  between  residences  in  the  old  city  and  the  annexed 
area,  it  was  assumed  that  average  utility  tax  receipts  from  annexed  area  hous- 
ing units  were  $83  per  unit,  and  in  the  old  city  $65  per  unit,  based  on  larger 
average  dwelling  unit  size  in  the  annexed  area  and  the  fact  that  more  annexed 
area  units  have  central  air-conditioning.    On  this  basis,  residences  in  the 
annexed  area  would  have  contributed  about  21  percent  to  the  total  utilities  tax 
receipts  for  fiscal  1971. 

Commercial  and  industrial  enterprises  in  the  total  city  were  allocated 
utility  tax  revenue  on  the  basis  of  the  property  tax  share  represented  by  these 
enterprises  in  both  parts  of  the  City.     Since  88  percent  of  commercial  and 


1/    In  the  case  of  households,  the  type  and  size  of  a  unit  affects  the 
level  of  tax  payments.    This,  in  turn,  is  related  to  income. 

2/    Residential  units  in  the  City  purchase  50  percent  of  all  gas,  while 
commercial  and  industrial  enterprises  purchase  44  percent.    However,  commercial 
and  industrial  tax  on  purchases  of  electricity,  gas  and  telephone  is  lower  than 
residential  rates  above  a  monthly  minimum  of  $625.     Thus,  the  allocation  of  62.6 
percent  to  residences  appeared  appropriate. 

3/    In  fiscal  1970,  utility  taxes  were  $53  per  unit.     The  maximum  annual 
tax  on  gas  is  $60  ($5  per  month  maximum) .    Electricity  taxes  have  a  $60  annual 
maximum  ($5  per  month  maximum)  . 
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indus trial  property  wealth  was  located  in  the  old  city,  this  percentage  of 
utility  taxes  from  industrial  and  commercial  enterprises  was  allocated  to  the 
old  city,  the  balance  to  the  annexed  area. 

In  1975,  each  of  the  utility  providers  conducted  analyses  of  the  location 
of  their  customers  so  that  tax  receipts  could  be  allocated  by  area  of  the  City. 
However,  a  breakdown  of  receipts  by  households  and  businesses  was  not  made  available. 
Based  on  these  data,  utility  taxes  allocated  to  the  annexed  area  by  type  of 
service  include:  3.7  percent  of  the  $2.4  million  tax  on  natural  gas,  15.2  per- 
cent of  the  $7.9  million  tax  on  electricity  and  15.7  percent  of  the  $3.7  million 
telephone  tax.     The  balance  of  these  tax  receipts  is  allocated  to  the  old  city. 

The  difference  in  allocation  for  natural  gas — 17.7  percent  in  1971  and 
3.7  percent  in  1975--is  attributable  to  the  fact  that  the  gas  lines  were  ex- 
tended to  only  a  small  section  of  the  annexed  area.    Estimated  taxes  paid  on 
electricity  and  telephone  utilities  based  on  proxy  measures  for  1971  were  only 
2  percentage  points  below  actual  collections  in  1975.     Therefore,  the  use  of 
property  value  by  type  as  a  proxy  in  estimating  utility  tax  allocation  appears 
to  be  reasonable. 

OTHER  CITY  TAXES 

Most  jurisdictions  have  miscellaneous  taxes  on  entertainment,  restaurant 
meals,  etc.     In  Richmond  such  taxes  are  on  bank  stock,  prepared  foods, 
lodging  and  admissions.     The  proportion  of  sales  by  location  can  be  used  in 
estimating  these  revenues.     In  our  1971  study,  using  this  proxy  (but  excluding 
the  tax  on  admissions)  it  was  estimated  that  10.0  percent  of  revenue  from  this 
source  accrued  from  the  annexed  area. 

In  1975,  a  survey  by  the  Richmond  City  License  Bureau  indicated  that  about 
9  percent  of  these  city  tax  payments,  or  9  percent  of  the  total  $1.7  million 
revenue  from  these  sources,  accrues  from  the  annexed  area,  the  balance  from 
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the  old  city.     In  addition,  private  utilities  paid  $92  thousand  in  taxes  on 
poles  and  conduits.    Based  upon  the  location  of  these  facilities  it  is  estima- 
ted that  $20  thousand  accrued  to  the  City  from  the  annexed  area,  with  the  re- 
mainder coming  from  the  old  city. 

DELINQUENT  TAX  PAYMENTS,  FINES  AND  FORFEITURES 

In  estimating  revenue  from  delinquent  tax  payments  the  proportion  that  tax 
payments  represent  by  part  of  jurisdiction  can  be  used  as  a  proxy.     Fines  and 
forfeitures  can  be  estimated  on  a  per  capita  basis.    Using  these  techniques, 
our  earlier  study  estimated  that  21.4  percent  of  the  revenue  from 
this  source  accrued  from  the  annexed  area.    The  City's  own  survey  of  revenue 
from  these  sources  in  fiscal  1975  indicated  that  20.0  percent  of  the  $1.5 
million  collected  by  Richmond  accrued  from  the  annexed  area,  the  remainder 
from  the  old  city.     Thus  the  proxies  selected  provided  reliable  estimates. 

SUMMARY:  CITY  TAXES 

Based  on  analyses  of  Richmond  tax  receipts  for  fiscal  1975,  data  process- 
ing analyses,  manual  inspection  and  other  techniques,  tax  revenue  from  the 

annexed  area  equaled  about  $15  million  in  fiscal  1975,  or  17.7  percent  of 

1/ 

the  total  $84.7  million  collected.        Table  2  provides  a  summary  of  local  tax 
receipts  by  part  of  City.     Table  3  compares  the  percent  of  total  city  tax 
revenue  allocated  to  the  annexed  area  in  our  1971  study, relying  largely  on 
proxies,  with  the  actual  fiscal  1975  estimates. 

REVENUE  FROM  CITY  LICENSES 

BUSINESS  AND  PROFESSIONAL  LICENSES 

As  is  the  case  in  other  jurisdictions,  Richmond  charges  an  annual  fee  to 

businessmen  and  professionals  who  conduct  business  in  the  City.    These  fees 

1/    This  percentage  is  somewhat  lower  than  the  21  percent  estimate  made 
for  fiscal  1971  in  the  previous  study.     Factors  which  contributed  to  this 
difference  are  discussed  in  Appendix  A. 
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Table  2 

Total  Revenue  from  City  Taxes--Flscal  1975 
(In  Thousands) 


Tax  Sources 

C\"\  A     fA  t-tr 

uia  L.ity 

Annexed  Area 

Total 

Real  Estate 

$32,110 

$9,449 

$41,559 

Sales 

9,010 

1,131 

10,141 

Sales  Tax — State  Redist. 

4,627 

919 

5,546 

Personal  Property 

5,777 

1,127 

6,904 

Machinery  and  Tools 

3,026 

14 

3,040 

General  Utility 

12,175 

1,877 

14,052 

Gas 

1    O  1  c 

/ ,  jZd 

90 

1    /.  i  c 

1 ,415 

Electric 

6,750 

1,208 

7,958 

Telephone 

3,100 

579 

3,679 

Other  Taxes 

1,661 

178 

1,839 

SUBTOTAL 

68,386 

14,695 

83,081 

Delinquent  Taxes, 
Penalty  Interest 

1,223 

306 

1,529 

Miscellaneous 

72 

20 

92 

TOTAL 

69,681 

15,021 

84,702 

Per  Capita* 

$370 

$336 

$363 

*/    Based  on  1974  population  from  U.S.  Census;  Number  of  residents  by  part 
of  city  estimated  by  the  City  of  Richmond  Department  of  Planning.  Per 
capita  values  represent  actual  dollar  amounts. 
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Table  3 

Comparison  of  Allocations  for  Local  Tax  Revenue 
Fiscal  1971  and  Fiscal  1975 


Allocation  to  Annexed  Area  as  Percent 
of  Total 

Fiscal  1971 

Fiscal  1975 

Real  Estate  Tax 

23.3 

22.7 

Sales  Tax 

11.3* 

11.2 

Sales  Tax-State  Redistribution 

20.9 

16.6 

Personal  Property  Tax 

29.0* 

16.3 

Households 

9Q  0 

jj  •  i 

Business  Firms 

N/A 

7.5 

Machinery  and  Tools 

8.0* 

0.4 

General  Utility  Taxes 

17.7* 

13.4 

Gas 

17.7 

3.7 

Electric 

17.7 

15.8 

Telephone 

17.7 

15.7 

Other  Taxes 

10.0* 

9.0 

Delinquent  Taxes,  Penalty 
Interest 

21.4* 

20.0 

*/  Proxy  used  in  derivation  of  estimate. 
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apply  to  wholesale  merchants  (1.25  percent  of  gross  purchases),  retail  merchants 
(0.50  percent  of  gross  purchases),  professionals  such  as  physicians,  dentists, 
attorneys  (1.58  percent  of  gross  receipts),  and  contractors.    The  revenue  from 
business  fees  and  professional  licenses  totaled  $8.8  million  in  fiscal  1971. 
It  was  assumed  that  half  the  revenue  were  from  business, the  balance  from 
professional  occupations. 

In  our  earlier  study,  wholesale  and  retail  trade  license  fees  were  alloca- 
ted in  proportion  to  the  amount  of  commercial  property  in  each  area  of  the  City. 
Since  the  annexed  area  included  14  percent  of  all  commercial  property,  $616  thous- 
and of  the  revenue  was  allocated  to  that  area.     The  share  of  professional  offices 
in  an  annexed  area  can  be  roughly  estimated  from  telephone  directories  of 
physicians,  and  attorneys,  and  others  by  the  use  of  zip  codes.    Based  on  such  a 
review,  we  concluded  that  in  1971  the  annexed  area  included  only  5  percent  of 
all  professional  persons  in  the  city.    Business  and  professional  license  fees 
allocated  to  the  annexed  area  in  1971  were  9.5  percent  of  the  City  total. 

In  1975  the  Richmond  City  license  bureau  determined  that  11.8  percent  of 
license  fees  were  from  businesses  and  professionals  in  the  annexed  area.  The 
difference  between  results  obtained  using  the  proxy  method  and  actual  fees  paid 
is  attributable,  in  part,  to  commercial  growth  in  the  annexed  area  since  1970. 

VEHICLE  LICENSES 

There  is  $10  motor  vehicle  license  fee  for  private  vehicles  and  a  higher 
fee  for  trucks.     Revenue  from  this  source  increased  by  29  percent  between  fiscal 
1969  and  1971,  with  most  of  the  increase  attributed  to  annexation.    Thus  in  our 
earlier  study  the  annexed  area  was  allocated  27.2  percent  of  all  such  fees,  based 
upon  increases  shown  in  the  Richmond  City  budgets  for  1969  and  1971.  However, 
using  this  technique  depends  on  the  availability  of  post-annexation  budgetary  data. 
In  the  absence  of  such  information,  the  proportion  of  automobiles  can  be  estimated 
from  census  data,  as  discussed  in  the  section  under  "personal  income." 
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The  Richmond  City  License  Bureau  estimated  that  in  fiscal  1975  28.9  per- 
cent of  the  receipts  from  the  private  automobile  tax  and  11.8  percent  of  the 
$1.6  million  in  receipts  from  the  truck  tax  can  be  attributed  to  the  annexed 
area,  with  the  balance  coming  from  taxes  on  vehicles  located  in  the  old  city. 
Thus,  the  estimate  obtained  using  the  census  proxy  was  almost  identical  to  actual 
fees  collected.     Truck  receipts  should  be  estimated  on  the  basis  of  commercial 
property  value  in  the  annexed  area,  in  the  absence  of  data  from  other  sources. 
Using  the  technique  would  result  in  an  estimate  of  14  percent,  compared  to 
actual  collections  of  11.8  percent. 

MISCELLANEOUS  FEES  AND  LICENSES 

The  $81  thousand  collected  in  fiscal  1975  by  Richmond  in  miscellaneous 
fees  and  licenses  includes  dog  license  fees,  delinquent  license  payments, 
penalties  and  interest.    Allocation  of  dog  license  payments  is  based  on  estimates 
prepared  by  the  City's  Collection  Bureau,  while  allocation  of  delinquent  license 
payments  is  based  on  the  percentage  of  current  licenses  existing  in  each  area 
of  the  City.    Allocation  of  penalties  and  interest  is  made  on  a  per  capita 
basis.    Approximately  22.3  percent  of  miscellaneous  fees  and  licenses  are 
attributed  to  the  annexed  area,  the  balance  to  the  old  city.     In  general, 
these  minor  revenues  can  be  estimated  on  a  per  capita  basis  in  the  absence  of 
actual  data. 

SUMMARY :  CITY  LICENSES 

Table  4  presents  a  summary  of  local  revenue  derived  by  the  City  of  Richmond 
from  business,  professional  and  vehicle  licenses,  and  miscellaneous  fees,  by 
part  of  City.     Table  5  presents  a  comparison  of  the  allocation  of  City  license 
revenue  using  proxies  in  1971  with  estimates  using  actual  fiscal  1975  data. 
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Table  4 

Total  Revenue  from  City  Licenses — Fiscal  1975 
(In  Thousands) 


Business  and 
Professional 
Licenses 

Vehicle 
Licenses 

Miscellaneous 
Fees 

Old  City 

$10,811 

$1,199 

$63 

Annexed  Area 

1,442 

387 

18 

Total  City 

$12,253 

$1,586 

$81 

Table  5 

Comparison  of  Allocations  for  Local  Revenue  From  Licenses 
Fiscal  1971  and  Fiscal  1975 


Allocation  to  Annexed  Area  as  Percent  of  Total 


Professional  Fees  &  Licenses 
Vehicle  Licenses 
Miscellaneous  Fees 


Fiscal  1971 
9.5* 
27.2* 
19.4* 


Fiscal  1975 
11.8 
24.5 
21.2 


*Estimated  by  proxy. 
REVENUE  FROM  PUBLIC  UTILITY  OPERATIONS 

A  number  of  cities  own  and  operate  utilities  as  a  quasi-business  enter- 
prise, among  these  the  City  of  Richmond  which  receives  revenues  from  the 
operation  of  public  utilities  in-lieu  of  property  taxes.    Three  utilities  are 
subject  to  these  payments:    water,  wastewater  (sewage)  and  gas.    Since,  in  the 
case  of  Richmond,  the  gas  utility  was  serving  part  of  the  annexed  area  prior 
to  1970,  and  this  service  has  not  been  expanded,  the  annexation  has  had  no 
direct  impact  on  payments  to  the  City  in-lieu  of  taxes,  and  therefore  will  not 
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be  included  in  the  revenue  totals.    Water  utility  payments  in-lieu  of  taxes 

can  be  allocated  to  each  area  of  the  City  on  the  basis  of  the  value  of  water 

facilities.     In  the  instance  of  wastewater  (sewage)  facilities,  Federal  legis- 
1/ 

lation      prohibits  their  taxation  based  on  property  values  if  Federal  funds 
are  used  to  finance  this  service.     Therefore,  for  fiscal  1975,  the  allocation 
of  revenue  from  Richmond's  operation  of  sewerage  service  will  be  based  on  a 
proportion  of  income  derived  from  service  charges  collected  from  the  old  city 
and  annexed  area  as  determined  from  City  records.    As  a  proxy  for  such  data, 
the  proportion  of  general  utility  sales  tax  revenue  accruing  from  each  part 
of  a  jurisdiction  can  be  used,  as  described  earlier.     Based  on  this  method, 
in  fiscal  1971,  5.7  percent  of  the  revenue  accrued  from  the  annexed  area  as 
compared  with  5.1  percent  for  fiscal  1975  based  on  actual  data.     Table  6 
summarized  the  revenue  derived  from  public  utilities. 


Table  6 

Revenue  From  Public  Utilities 
(In  Thousands) 


City  Utility  Payments 
In  Lieu  of  Taxes 

Fiscal  1975 
Percent  of  Total 

Fiscal  1975 
Percent  of  Total 

Old  City 

$4,805 

94.9 

94.3 

Annexed  Area 

260 

5.1 

5.7 

Total  City 

$5,065 

100.0 

100.0 

NON-CATEGORICAL  REVENUE  FROM  HIGHER  TIER  GOVERNMENTS 

In  order  to  estimate  general  purpose  revenue,  only  that  higher  tier 

1/ 

government  aid  should  be  considered  which  is  non-categorical  in  nature. 


1/     1972  Amendments  to  the  Water  Pollution  Control  Act. 

2/    Higher  tier  governments  categorical  aid,  such  as  for  welfare  or  medi- 
care payments  from  state  and  Federal  government,  are  subtracted  from  total 
departmental  outlays,  with  the  exception  of  education,  to  yield  net  local 
expenditures  by  part  of  city,  as  shown  in  Chapter  Three. 
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Included  among  such  aid  are  three  kinds  of  revenue:     (1)  General  Revenue 
Sharing  from  the  Federal  government;   (2)  State  payments  to  local  governments 
in-lieu  of  property  tax;  and  (3)  Miscellaneous  revenue  redistributed  by  the 
state  to  local  governments. 
FEDERAL  REVENUE  SHARING 

Federal  revenue  sharing  was  not  enacted  until  1972.    Therefore,  our 
earlier  study  did  not  include  a  discussion  of  this  item. 

The  amount  of  Federal  revenue  sharing  received  by  local  governments  is 
computed  by  the  U.S.  Treasury  Department  as  two- thirds  of  the  total  amount 
allocated  to  each  state.    The  formula  used  to  determine  the  local  government 
distribution  for  fiscal  1975  was  based  on  three  variables:  1970  population, 
1969  per  capita  income,  and  1973  local  tax  effort  (other  than  for  education). 
Based  on  these  values,  Richmond  was  "entitled"  to  $9.6  million  in  revenue 

1/ 

sharing  funds,  but  because  of  the  Revenue  Sharing  Act's  "145  percent  Rule," 
stipulating  that  no  jurisdiction  within  a  state  shall  receive  more  than  145 
percent  of  the  state-wide  per  capita  revenue  sharing  average,  the  Richmond 

V 

entitlement  for  fiscal  1975  was  reduced  to  $6.3  million. 

In  order  to  estimate  what  proportion  of  this  $6.3  million  should  be 
allocated  to  the  annexed  area,  it  is  necessary  to  determine  what  the  old  city  of 
Richmond  would  have  received  in  the  absence  of  annexation.     This  requires  a 
recalculation  of  the  distribution  of  revenue  sharing  funds  among  all  local  govern- 
ments in  Virginia.    Estimates  were  made  of  the  redistribution  of  the  total  $81.7 
million  in  revenue  sharing  funds  allocated  to  jurisdictions  in  the  State  of 
Virginia  for  fiscal  1975,  assuming  that  the  City  of  Richmond  did  not  include  the 
annexed  area.    Using  this  technique,  the  old  city  would  have  received  $5.1 

IT    State  and  Local  Fiscal  Assistance  Act  of  1972,  P.L.  92-512. 

2/    The  145  percent  ceiling  effects  primarily  large  cities  in  Northeast 
and  North  Central  states  as  well  as  Virginia,  which  has  cities  independent  of 
counties. 
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million  in  revenue  sharing  for  fiscal  1975.    Thus,  $1.2  million,  or  19  percent 

1/ 

of  the  fiscal  1975  entitlement  can  be  attributed  to  the  annexed  area. 

For  accounting  purposes,  however,  most  local  governments  use  the  actual 
amount  of  revenue  sharing  funds  received  during  the  calendar  period  July  1  to 
June  30,  rather  than  the  entitlement  period  value,  in  their  annual  budget 
calculations.    Because  of  a  lag  in  the  Treasury  Department's  distribution  of 
revenue  sharing  checks,  the  City  of  Richmond  actually  received  $7.2  million, 
including  interest  during  the  period  July  1,  1974  and  June  30,  1975.  Therefore, 
for  the  purpose  of  the  calculations  in  this  study,  the  $7.2  million  value 
actually  received  will  be  used,  with  19  percent  or  $1.4  million  being  allocated 
to  the  annexed  area  and  $5.8  million  to  the  old  city. 

STATE  IN-LIEU  PAYMENTS 

The  State  of  Virginia  has  only  been  making  payments  to  the  City  of  Richmond 
for  the  provision  of  police,  fire  and  refuse  services  to  state  property  in  the 
City,  in-lieu  of  property  tax  since  1972.     Therefore,  our  earlier  study  did  not 
include  a  discussion  of  this  item.     These  payments  in  Richmond  are  equal  to  about 
40  percent  of  the  property  tax  which  would  accrue  had  the  property  been  subject 
to  the  local  tax.     Since  almost  all  state  property  is  located  in  the  old  city, 
the  total  $.5  million  from  this  source  is  allocated  to  this  part  of  Richmond. 
In  addition  the  State  Housing  Authority  provided  $162  thousand  in-lieu  of 
property  taxes  for  housing  in  the  old  city  administered  by  the  authority. 

NON -CATEGORICAL  REVENUE  REDISTRIBUTED  BY  THE  STATE 

These  revenues,  accruing  from  state  government  on  a  per  capita  basis,  in- 
clude the  Alcoholic  Beverage  Control  (ABC)  profit  distribution  and  wine  tax 
distribution.    Our  original  study  assumed  all  non-categorical  revenue  was 
distributed  on  a  per  capita  base.     The  state  rolling  stock  tax  redistribution 

1/  In  the  absence  of  the  145  percent  rule,  the  annexed  area  would  have  con- 
tributed only  about  10  percent  of  all  revenue  sharing.     To  simulate  revenue  shar- 
ing, it  is  necessary  to  write  a  computer  program,  and  to  obtain  tax  effort  data 
from  the  U.S.  Treasury.     This  is  a  time  consuming,  expensive  process. 
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and  the  state  redistribution  of  boxing  and  wrestling  fees--both  minor  items-- 
are  now  allocated  only  to  the  old  city  since  railroad  and  arena  facilities  are 
located  there.     The  total  realized  by  Richmond  from  the  state  redistribution 
of  non-categorical  revenue  in  fiscal  1975  was  $1.0  million  with  18.4  percent 
allocated  to  the  annexed  area,  the  balance  to  the  old  city.     This  is  almost 
identical  with  the  19.0  percent  allocation  for  these  miscellaneous  revenues 
obtained  in  our  earlier  study,  based  on  a  per  capita  share. 
SUMMARY:     HIGHER  TIER  REVENUE 

Table  7  presents  a  summary  of  the  allocation  of  non-categorical  higher 
tier  government  revenue  by  part  of  city  for  fiscal  1975. 


Table  7 

Revenue  From  Higher  Tier  Governments 
(In  Thousands) 


Federal  Revenue 
Sharing 

State  In- 
Lieu  Payments 

State  Non-Categorical 
Redistributions 

Old  City 

$5,852 

$618 

$830 

Annexed  Area 

1,364 

0 

186 

Total  City 

$7,216 

$618 

$1,016 

MISCELLANEOUS 

REVENUE 

The  largest  item  under  the  heading  of  miscellaneous  revenue  is  interest 
on  the  City's  investments.  This  interest  revenue  should  be  allocated  on  the 
basis  of  the  proportion  of  taxes,  licenses,  and  state  non-categorical  redis- 


tribution payments  accrued  by  each  part  of  the  City  as  determined  above.  Since 
the  proportion  of  these  revenues  coming  from  the  annexed  area  equals  16.7  per- 
cent of  the  total  collected,  16.7  percent  of  the  total  $3.5  million  interest 
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on  the  City's  investments  will  be  allocated  to  the  annexed  area,  the  remainder 
1/ 

to  the  old  city. 

Finally,  other  miscellaneous  items  include:  revenue  from  service  charges 
for  special  police,  fire  and  refuse  services   (concentrated  in  the  old  city); 
premiums  on  bond  sales,  sundries,  special  payments  in-lieu  of  taxes,  election, 
zoning,  investigation  and  legal  fees,  claims  settlements,  and  a  number  of  other 
small  items.     These  collections  should  be  allocated  on  the  same  basis  as  invest- 
ment income.     Total  revenue  collected  by  Richmond  for  these  items  in  fiscal 
1975  was  $985  thousand,  with  85.1  percent  allocated  to  the  old  city  and  14.9 
percent  to  the  annexed  area. 
LOCAL  REVENUE  SUMMARY 

Table  8  presents  a  summary  of  local  revenue  allocated  to  the  old  city 
and  the  annexed  area  for  fiscal  1975.    As  shown  in  this  Table,  per  capita 
revenue  from  the  old  city  was  $515  compared  to  $432  from  the  annexed  area. 
This  higher  per  capita  share  from  the  old  city  is  primarily  a  result  of  the 
higher  concentration  of  commercial  and  industrial  property  there  as  compared 
with  the  annexed  area.     This  higher  concentration  offsets  the  positive  impact 
upon  local  revenue  of  the  more  affluent  annexed  area  population. 
A  NOTE  ON  INCOME  TAX 

Some  jurisdictions  in  a  small  number  of  states,  particularly  in  the  mid- 

2/ 

west,  levy  a  tax  on  resident's  income.        If  annexation  takes  place  in  an 
area  which  imposes  local  income  or  payroll  taxes,  estimates  of  revenue  accru- 
ing from  this  source  can  be  made  as  follows:     The  1970  Census  provides  data 

\J     Interest  from  investment  should  only  be  allocated  for  the  share  of 
total  investment  which  accrued  since  annexation.     In  Richmond,  most  of  the  sur- 
plus accumulated  after  fiscal  1970.     The  allocation  of  17  percent  assumes  that 
the  annexed  area,  between  1970  and  1975,  produced  no  surplus  or  deficit. 

2/    Some  jurisdictions  also  levy  a  tax  on  income  of  commuters.     If  some 
persons  previously  commuters  are  now  residents,  revenues  accrued  from  this 
source  are  unaffected. 
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on  household  income  by  census  tract  for  1969.     However,  these  are  by  now 

obsolete.    Annual  data  on  income  by  county  are  available  from  the  Department 

of  Commerce,  while  1972  income  data  for  all  communities  are  available  from 

the  Bureau  of  the  Census.    A  useful  technique  for  obtaining  updated  income 

estimated  by  Census  tract  is  to  determine  the  change  in  income  for  the  total 

community  or  county  between  1969  and  1972.     If  no  major  population  change  has 

taken  place  in  recent  years,  household  income  in  the  Census  tract  probably 

increased  at  the  same  rate  as  did  total  income  in  the  jurisdiction.     Thus,  if 

household  income  in  1969  was  $8,000  which  was  10  percent  above  the  county 

average,  and  county  income  in  1975  was  $13,000,  it  can  be  assumed  that  income 

in  the  Census  tract  was  about  $14,300. 

A  second  method  for  estimating  household  income,  that  is  particularly 

useful  if  new  construction  has  taken  place,  is  to  determine  income  based  on 
1/ 

the  value  of  housing.        Such  data  are  usually  available  only  for  detached 
units.    Assessed  values  need  to  be  converted  to  market  values,  and  divided  by 
a  house-value  to  income  ratio,  a  ratio  that  varies  somewhat  by  location.  The 
national  average  in  1973  was  2.2  to  1.     Thus,  the  household  income  of  residents 
in  a  detached  unit  with  a  market  value  of  $40,000  would  be  estimated  at 
$18,200. 


1/  Such  data  are  usually  available  for  detached  units  only.  Values  of 
apartment  units  or  rents  are  not  generally  available  from  assessor's  offices. 
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CHAPTER  THREE 
ALLOCATION  OF  LOCAL  OPERATING  EXPENDITURES 

METHODOLOGY 

As  discussed  in  the  introduction  to  this  paper,  a  detailed  summary  of  all 
public  expenditure  items  for  fiscal  1975  was  prepared  by  the  City  for  use  in 
litigation,  along  with  an  allocation  of  expenditures  by  part  of  city. 
For  most  local  governments,  annual  budgets  for  recent  years  can  provide 
data  on  total  expenditure  levels  by  service.    Using  these  estimates  for  total 
expenditures  by  functional  area,  in  the  case  of  the  Richmond  annexation,  we 
derived  expenditure  allocations,  by  part  of  city,  using  the  following  criteria: 

•  We  examined  the  City's  estimates  of  actual  manpower  assigned  "on  site" 
to  each  part  of  the  City,  such  as  the  number  of  police  and  fire 
personnel,  number  of  tax  assessors  by  district,  etc.     Since  we  were 
unable  to  conduct  our  own  survey,  we  assumed  that  the  City's  accounting 
of  personnel  and  payroll  by  location  of  assignment  provided  to  the  fed- 
eral court  was  accurate.     Similar  estimates  can  be  obtained  by  a  local 

government  considering  annexation  through  a  survey  of  department  heads, 
as  discussed  in  Chapter  Seven. 

•  In  instances  where  the  City  indicated  that  personnel  were  not  assigned 
to  on-site  locations  throughout  the  City,  but  rather  served  in  central- 
ized offices,  as  in  the  case  of  many  general  government  functions,  we 
estimated  the  increase  in  personnel  associated  with  each  agency  based 
upon  the  growth  in  the  agency's  staff  prior  to  and  post  annexation.  In 
addition  we  considered  the  number  of  personnel  attributed  to  the  annexa- 
tion as  requested  by  each  agency  in  the  1969  Annexation  Budget.  Finally 
we  examined  changes  in  the  level  of  services  provided  as  shown  in  the 
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annual  budget.     Similar  trend  analyses  could  be  done  by  other  juris- 
dictions considering  annexation. 
•    With  respect  to  expenditures  other  than  for  direct  manpower  we  used 

several  guidelines.     For  each  department  we  assumed  that  the  administra- 
tive costs  associated  with  the  highest  level  of  management,  in  most 
instances  the  director's  office,  would  have  been  incurred  in  the 

absence  of  annexation,  and  thus  we  allocated  these  costs  fully  to  the 
1/ 

old  city.        However,  for  lower  eschelon  management,  and  for  other  over- 
head and  administrative  costs,  we  assumed  that  some  portion  of  these 
expenditures  were  a  result  of  annexation.     In  most  of  these  instances 
we  based  our  allocations  upon  demand  measures,  such  as  the  proportion 
of  specific  types  of  crime  occurring  by  part  of  city,  in  the  case  of 
police  and  judicial  functions,  and  the  number  of  welfare,  and  public 
health  service  recipients,  for  social  services.     Where  no  demand  measure 
could  be  derived,  we  relied  upon  city-wide  per  capita  estimates.  Again, 
other  jurisdictions  could  use  similar  methods. 
The  following  presents  a  brief  discussion  of  the  various  categories  of 
expenditures  made  by  the  City  of  Richmond  in  fiscal  1975.     The  expenditures 
by  function  for  both  capital  and  operating  costs  are  included  in  the  local 
expenditure  totals  given  for  each  service.     In  Summary  Table  21  we  subtract 
capital  expenditures  to  yield  the  net  local  share  of  operating  expenditures. 
Since  not  all  capital  expenditures  have  been  incorporated  in  the  functional 
totals,  in  Chapter  Four  we  consider  those  capital  expenditures  which  have  not 

been  allocated  to  specific  departments.     Although  this  system  of  accounting 

2/ 

deviates  from  that  used  in  our  earlier  paper,       it  does  not  affect  the  local 

share  of  operating  expenditures. 

1/    Over  time,  salaries  in  these  positions  may  be  higher  as  a  result  of 
an  increase  in  the  number  of  personnel  supervised. 

2/    See  Muller  and  Dawson,   (May  1973)  op_.  cit .  ,  Chapter  Three. 
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In  addition,  the  City  has  included,  in  its  local  expenditure  estimates 

1/ 

for  each  function,  payments  made  into  the  retirement  fund  for  public  employees. 
Although  in  our  earlier  study  we  treated  these  payments  as  a  separate  operating 
expenditure  item,  here  we  have  also  included  them  in  estimates  for  each  agency's 
expenditures . 

In  the  tables  accompanying  the  discussion  of  each  expenditure  item,  a 
column  is  included  showing  the  percent  allocation,  by  part  of  city,  based  on 
the  proxy  measures  used  in  our  earlier  work. 

GENERAL  GOVERNMENT 

General  government  functions  include  a  wide  array  of  activities  such  as 

2/ 

the  City  Council,  planning,  real  estate  assessments  and  personnel.        Of  a 
$120  million  budget,  nearly  $10.8  million  was  spent  by  the  City  of  Richmond  on 
general  government  in  fiscal  1975,  with  the  general  services  department 
accounting  for  nearly  one-third  of  the  costs.    This  department  purchases  all 
commodities  and  services  and  provides  administrative  support  for  all  other  City 
agencies.    According  to  the  Annexation  Budget,  32  additional  employees  were 
requested  to  provide  general  government  services  to  annexed  area  residents. 

Appendix  A  presents  a  summary  of  the  allocation  of  general  government 

iiture  by  function  for  fiscal  1975. 

Almost  92  percent  of  the  $10.8  million  in  expenditures  for  general  govern- 
ment is  allocated  to  the  old  city,  with  the  remaining  8  percent,  or  $879 
thousand  charged  to  the  annexed  area,  as  shown  in  Table  9. 


\J    The  City's  costs  for  the  Administration  of  the  Retirement  System  appear 
as  an  item  under  the  General  Government  Heading. 

2/    A  complete  list  of  agencies  included  is  as  follows:  Clerk  and  Council; 
Planning;  Bicentennial  Commission;  Commissioner  of  Revenue;  Assessor;  Auditor; 
Department  of  Law;  Board  of  Review;  General  Registrar;  Administration  of  Retire- 
ment; Community  Facilities;  Data  Processing;  City  Manager;  Budget  Bureau;  General 
Services;  Personnel;  and  Finance  Department.    Although  in  its  estimates  of  general 
government  costs  the  City  includes  the  Judiciary,  Juvenile  &  Domestic  Relations 
Court,  the  City  Jail  and  the  Library  under  general  government  functions,  we  have 
treated  these  separately. 


-38- 


Table  9 

Allocation  of  Local  Expenditures  for  General  Government 


(In  Thousands) 

Expenditures 

Percent 
Fiscal  1975 

Percent 
Fiscal  1971 

Old  City 

$9,914 

91.9 

90.1 

Annexed  Area 

879 

8.1 

9.9 

Total  City 

$10,793 

100.0 

100.0 

JUDICIARY 

In  the  Annexation  Budget  it  was  estimated  that  22  additional  persons 
were  required  for  the  judiciary  as  a  result  of  annexation,  an  increase  in 
manpower  of  about  9  percent.     In  our  earlier  study  we  increased  this  estimate 
to  24  additional  employees,  or  about  ten  percent  of  the  judiciary  budget. 
However,  most  of  the  cost  of  the  judiciary  is  offset  by  fines  and  forfeitures, 
thus,  the  total  judiciary  cost  attributed  to  the  annexed  area  was  only  $13,000 
in  fiscal  1971. 

Estimations  of  the  allocation  of  the  increased  cost  of  providing  judiciary 
services  were  made  for  fiscal  1975  taking  account  of  the  fact  that  5  percent  of 
the  total  arrests   (adult  and  juvenile)  made  in  the  City  during  fiscal  1975 
resulted  from  crimes  committed  in  the  annexed  area.     As  shown  in  Table  10,  a 
total  of  $1.9  million  was  spent  by  the  City  in  providing  judicial  services  to 
its  residents.     However,  fees  from  fines  and  charges  in  the  annexed  area  more 
than  offset  other  judicial  outlays  due  to  the  low  arrest  rate  and  the  fixed 
cost  of  courts  south  of  the  James  River,  which  were  in  existence  prior  to 
annexation.     Therefore,  surplus  of  $22  thousand  accrued  to  the  annexed  area, 
as  shown  in  Table  10. 
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Table  10 

Allocation  of  Local  Expenditures  For  the  Judiciary 
(In  Thousands) 


Expenditures 

Percent 
Fiscal  1975 

Percent 
Fiscal  1971 

Old  City 

$1,908 

100.0 

89.6 

Annexed  Area 

(22) 

0.0 

10.4 

Total  City 

$1,886 

100.0 

100.0 

LIBRARY 

There  is  a  positive  correlation  between  the  useage  of  libraries  and  income; 

that  is,  higher  income  families  use  libraries  more  intensively.    However,  when 

considering  the  impact  of  annexation  it  should  be  noted  that  some  suburban 

residents  already  utilize  services  of  central  libraries  located  in  the  city. 

Richmond  libraries  expected  a  25  percent  increase  in  library  cards  as  a 
1/ 

result  of  annexation.        In  addition,  a  new  branch  office  in  the  annexed  area 

was  planned.    Library  staff  anticipated  the  need  for  18  new  employees  as  a 

result  of  the  annexation. 

Manpower  and  operating  expenditure  trends  between  1968  and  1972  indicate 

a  small  but  steady  increase  in  both  library  manpower  and  expenditures  over  time. 

The  short-term  impact  of  annexation  appeared  minor;  however,  the  addition  of 

middle  income  households  with  comparatively  high  education  levels  tended  to 

support  the  anticipated  25  percent  increase  in  library  cards. 

1/    This  increase  is  higher  than  the  additional  population  might  indicate 
due  to  the  socioeconomic  characteristics  of  the  annexed  population. 


-40 


In  our  original  study  15  additional  persons  were  allocated  to  the  library 
system,  which  resulted  in  the  estimation  of  a  15  percent  increase  in  the  library 
budget  attributable  to  the  annexed  area.    A  survey  of  library  utilization  made 
in  1975  indicated  that  the  anticipated  increase  in  library  demand  did  not 
materialize. 

As  of  fiscal  1975  manpower  increases  resulting  from  more  intensive  library 
useage  associated  with  annexation  included:  one  main  library  librarian;  three 
extension  service  librarians;  one  branch  library  librarian;  one  bookmobile 
drive;  and  two  clerks.    Based  upon  these  additions,  5.8  percent  of  the  $2 
million  library  budget  is  allocated  to  the  annexed  area,  with  the  balance  to 
the  old  city,  as  shown  in  Table  11. 

However,  a  new  branch  library,  delayed  for  many  years,  was  under  con- 
struction in  the  annexed  area  during  1975.     Once  the  new  facility  becomes 
operational,  the  library  allocation  will  increase  to  about  12  percent  of  the 
total  library  budget. 


Table  11 

Allocation  of  Local  Expenditures  for  Library  Services 
(In  Thousands) 


Expenditures 

Percent 
Fiscal  1975 

Percent 
Fiscal  1971 

Old  City 

$1,936 

94.2 

85.0 

Annexed  Area 

119 

5.8 

15.0 

Total  City 

$2,055 

100.0 

100.0 

POLICE 


The  cost  of  expanding  police  activities  in  an  annexed  area  micht  be 
estimated  on  a  per  capita  basis,  on  the  premise  that  the  cost  to  protect  each 
additional  person  is  independent  of  location.     However,  this  approach  ignores 
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a  number  of  factors:     part  of  the  police  force  protects  lives  and  property 
in  commercial  and  industrial  structures  which  are  concentrated  in  the  central 
city;  traffic  is  more  congested  in  the  higher  density  central  city;  and  crime 
activity  tends  to  be  higher  in  central  cities.     Thus,  the  use  of  police  depart- 
ment estimates  rather  than  per  capita  increases  is  likely  to  be  more  accurate. 

In  response  to  annexation,  the  Richmond  police  department  originally 
estimated  the  need  for  an  additional  71  employees.    Most  of  the  additional  man- 
power was  to  be  allocated  to  maintain  four  patrol  beats  in  the  annexed  area  24 
hours  a  day.     Four  traffic  beats  were  to  be  provided  for  16  hours  a  day,  and  two 
traffic  beats  for  eight  hours  a  day.     The  cost  of  police  was  estimated  to  be  12 
percent  of  the  city  total. 

On-site  manpower  in  fiscal  1975  represents  a  major  share  in  the  cost  of 
providing  police  services,  and  thus  manpower  increases  as  a  result  of  annexation 
have  had  a  direct  effect  upon  the  City's  public  safety  costs.    According  to 
police  department  records,  33  uniform  policemen,  and  1  crosswalk  guard  were 
geographically  assigned  to  the  annexed  area.     In  addition,  police  services  pro- 
vided on  a  centralized  basis  for  detection  and  investigation,  juvenile  services, 
and  other  costs  for  these  functions  were  allocated  based  upon  crime  occurrence 

measures.     Using  this  methodology,  8.8  percent  of  the  City's  police  costs  are 

1/ 

allocated  to  the  annexed  area,  with  the  balance  being  charged  to  the  old  city, 
as  shown  in  Table  12. 

Table  12 

Allocation  of  Local  Expenditures  for  Police  Services 
(In  Thousands) 


Expenditures 

Percent 
Fiscal  1975 

Percent 
Fiscal  1971 

Old  City 

$10,151 

91.2 

87.8 

Annexed  Area 

982 

8.8 

12.2 

Total  City 

$11,133 

100.0 

100.0 

1/    The  allocation  of  $982  thousand  to  the  annexed  area  yields  a  per  capita 
share  of  $22  for  police  services  to  annexed  area  residents.  This  is  somewhat  below 
the  average  for  suburban  communities  with  less  than  50,000  residents. 
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FIRE 

Fire  department  activities  are  more  spatially  oriented  than  police 
functions.     In  addition,  more  equipment  is  generally  required  to  protect  large 
industrial  and  commercial  enterprises  which  in  this  case  are  concentrated  in 
the  old  city. 

Prior  to  the  annexation,  the  Richmond  fire  department  received  authoriza- 
tion for  76  additional  employees  to  provide  fire  protection  for  the  annexed  area. 
This  additional  manpower  was  to  be  allocated  to  form  a  fire  battalion  district, 
including  five  engine  companies  and  one  aerial  truck  company.  Discussions 
during  1973  indicated  the  original  plan  was  being  implemented.    On  this  basis, 
13  percent  of  the  fiscal  1971  budget  was  allocated  to  the  annexed  area. 

A  review  of  fire  personnel  records  in  1975  indicates  that  the  number  of 
firefighters  assigned  has  been  expanded.      In  1975  the  fire  protection 
resources  earmarked  for  annexed  area  included:  one  fire  prevention  inspector;  4 
engine  companies  and  2  aerial  truck  companies,  manned  by  a  total  of  94  fire- 
fighting  personnel;  and  13  pieces  of  firefighting  equipment.     Four  fire  stations 
are  located  in  the  annexed  area  to  house  the  above  equipment  and  personnel. 
The  shift  of  one  engine  company  to  an  aerial  truck  company  is  attributable  to 
new  construction  in  the  annexed  area,  since  higher  density  development,  such  as 
high-rise  apartments,  require  additional  aerial  truck  companies.  Based 
primarily  on  payroll  data,  the  annexed  area  is  allocated  18  percent  of  total 
expenditure,  as  shown  in  Table  13.    This  percentage  is  only  slightly  below  the 
share  of  the  City's  population  located  in  the  annexed  area.     Since  the  annexed 
area  includes  37  percent  of  the  total  land  area  of  Richmond,  the  increased  cost 
of  fire  protection  approximates  the  increase  in  population  rather  than  the 
increase  in  land  area. 


-43- 
Table  13 

Allocation  of  Local  Expenditures  for  Fire  Services 
(In  Thousands) 


Expenditures 

Percent 
fiscal  ly/j 

Percent 
Fiscal  1971 

Old  City 

$7,559 

81.7 

86.7 

Annexed  Area 

1,697 

18.3 

13.3 

Total  City 

$9,256 

100.0 

100.0 

OTHER  PUBLIC  SAFETY  FUNCTIONS 

This  category  includes  the  following  functions:  administrative  services, 
building  inspection,  air  pollution,  weights  and  measures,  and  traffic  engineer- 
ing.   According  to  the  Annexation  Budget,  16  additional  positions  were  authorized 
to  serve  the  annexed  area,  including  seven  for  traffic  engineering. 

Based  upon  actual  counts  of  road  mileage,  traffic  signals,  etc.,  as  well 
as  manpower  additions  associated  with  annexation  in  the  other  categories  of 
public  safety  functions,  of  the  total  $2.5  million  in  expenditures  for  other 
public  safety  functions  in  fiscal  1975,  9.1  percent  was  attributed  to  the 
annexed  area  and  the  balance  to  the  old  city,  as  shown  in  Table  14.    This  is 
considerably  below  the  level  projected  in  the  Annexation  Budget . 

Table  14 


Allocation  of  Local  Expenditures  for  Other  Public  Safety  Functions 

(In  Thousands) 


Expenditures 

Percent 
Fiscal  1975 

Percent 
Fiscal  1971 

Old  City 

$2,264 

90.9 

84.3 

Annexed  Area 

227 

9.1 

15.7 

Total  City 

$2,491 

100.0 

100.0 
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PUBLIC  WELFARE 

In  view  of  the  socioeconomic  status  of  most  residents  of  the  annexed 

area  of  Richmond,  few  additional  social  welfare  cases  were  anticipated.    As  a 

result,  only  six  additional  employees  were  estimated  in  the  Annexation  Budget 

to  serve  the  annexed  area  representing  less  than  2  percent  of  the  total 

employment  in  the  public  welfare  department.    This  estimate  was  in  line  with 

the  proportion  of  low  income  families,  which  was  only  3  percent  of  all  house- 

1/ 

holds  compared  to  12  percent  in  the  old  city. 

A  review  of  public  welfare  records  by  the  City  for  fiscal  1975  indicated 
that,  based  upon  residency,  only  1.9  percent  welfare  caseload  resided  in  the 
annexed  area.    This  increased  caseload  necessitated  the  addition  of  three 
eligibility  workers  and  one  social  worker  to  service  annexed  area  residents. 
Based  upon  manpower  costs  for  the  additional  welfare  personnel  and  additional 
data  processing  costs  as  a  result  of  the  added  caseload,  as  shown  in  Table  15, 
2.3  percent  of  the  local  share  of  the  welfare  budget  is  allocated  to  the  annexed 
area,  with  the  balance  to  the  old  city. 


Table  15 

Allocation  of  Local  Expenditures  for  Public  Welfare 
(In  Thousands) 


Expenditures 

Percent 
Fiscal  1975 

Percent 
Fiscal  1971 

Old  City 

$4,648 

97.7 

98.3 

Annexed  Area 

111 

2.3 

1.7 

Total  City 

$4,759 

100.0 

100.0 

1/    Census  of  Population  and  Housing,  op.  cit. ,  Table  P-4. 
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PUBLIC  HEALTH 

The  Richmond  District  Health  Department  provides  general  public  services, 

public  health  statistics,  environmental  health,  and  disease  control.  In 

addition,  out-patient  services,  and  maternal  and  child  care  clinic  services 

are  provided  which  are  aimed  at  lower-income  families.    The  major  local  health 

function  of  the  Department  is  to  provide  in-patient  hospital  care  for  indigent 

residents  of  Richmond,  including  those  not  eligible  for  the  Virginia  Medical 
1/ 

Assistance  Program.        The  Richmond  Nursing  Home,  which  is  also  run  by  the 

Department,  provides  professional  nursing  services  for  the  elderly.     The  Broad 

Rock  Clinic  is  located  in  the  annexed  area  to  provide  out-patient  services  to 

annexed  area  residents,  and  thus  costs  associated    with  its  staffing  and  opera- 

2/ 

tion  are  directly  attributed  to  the  annexation. 

A  comparison  of  public  health  utilization  data  prior  to  the  annexation  with 
current  estimates  indicates  that  there  is  little,  if  any,  impact  from  the 
annexation.     Services  for  indigents  were  essentially  unaffected  by  the  annexa- 
tion.   However,  the  number  of  home  visits  by  nurses  increased  from  44,557  in 
fiscal  1969  to  an  estimated  57,000  in  fiscal  1973.    The  Health  Department 
estimated  a  manpower  requirement  of  an  additional  32  persons  to  meet  demands 
imposed  by  annexation  which  comprised  7  percent  of  the  total  work  force.  Based 
on  actual  usage  of  health  services  by  average  fiscal  1975,  90  percent  of  the 
$2.8  million  local  health  budget  is  allocated  to  the  old  city,  as  shown  in  Table 
16,  with  the  remaining  10  percent  attributable  to  the  annexed  area.     This  percent- 
age was  somewhat  higher  than  estimated  in  the  original  study. 

1/    Only  79  in-patient  days  are  attributable  to  indigent  annexed  area 
residents  for  fiscal  1975. 

2/    This  and  other  Richmond  District  Health  Department  functions  are 
financed  jointly  by  the  State  (55  percent)  and  City  (45  percent).     Thus,  only 
45  percent  of  total  costs  for  the  clinic  are  allocated  to  the  annexed  area. 
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Table  16 

Allocation  of  Local  Expenditures  for  Public  Health 
(In  Thousands) 


Expenditures 

Percent 
Fiscal  1975 

Percent 
Fiscal  1971 

Old  City 

$2,569 

90.0 

93.0 

Annexed  Area 

286 

10.0 

7.0 

Total  City- 

$2,855 

100.0 

100.0 

PUBLIC  WORKS 

In  the  1969-1970  Richmond  City  budget  an  additional  $1,792,100  was 

allocated  for  public  works  expenditures  due  to  the  annexation.     In  view  of  the 

subsequent  year's  public  works  budget,  it  would  appear  that  this  addition  may 

have  been  too  high,  since  the  actual  man-years  allocated  for  public  works 

1/ 

improvements  increased  by  only  28  between  fiscal  1969  and  fiscal  1971.  It 

was  assumed  that  the  public  works  department  shifted  an  additional  100  employees 

to  the  annexed  area,  and  five  to  expand  the  department's  management.  Thus, 

expenditures  linked  to  the  annexation  were  estimated  to  be  $1  million. 

Because  of  the  size  of  the  annexed  area — for  example  the  magnitude  of 

linear  drainage  ditches  along  paved  streets  in  the  annexed  area  exceeds  that 

of  the  old  city — street  maintenance  costs  have  been  substantially  affected  by 

the  annexation.     Since  City  records  have  been  kept  on  the  actual  mileage  of 

streets,  sewer,  drainage  catch  basins,  etc.,  by  part  of  city,  it  is  possible  to 

measure  the  extent  to  which  public  works  have  been  affected  by  the  annexation. 

Of  the  $12.9  million  public  works  budget  for  the  City  in  fiscal  1975,  17.8 

1/  The  same  manpower  level  was  estimated  for  fiscal  1972.  Additional 
funds  were  allocated  primarily  for  contractual  services,  which  increased  by 
about  $720,000  between  fiscal  1969  and  1971. 
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percent  was  spent  on  street,  sewer,  drainage  and  other  public  works  operation 
and  maintenance  in  the  annexed  area,  and  the  balance  in  the  old  city.     This  was 
slightly  below  the  20  percent  estimated  in  the  original  study,  as  shown  in 
Table  17. 

Table  17 

Allocation  of  Local  Expenditures  for  Public  Works 
(In  Thousands) 


Expenditures 

Percent 
Fiscal  1975 

Percent 
Fiscal  1971 

Old  City 

$10,617 

82.2 

80.1 

Annexed  Area 

2,291 

17.8 

19.9 

Total  City 

$12,908 

100.0 

100.0 

RECREATION  AND  PARKS 

There  was  a  considerable  increase  in  recreation  and  park  personnel 
between  fiscal  1969  and  1972,  which  is  continuing.    The  Recreation 
and  Park    Department  estimated  the  need  for  an  additional  64  employees  as  a 
result  of  the  annexation.    The  64  additional  employees  estimated  by  the  depart- 
ment for  the  annexed  area  was  thought  to  be  too  conservative,  and  thus  the 
estimate  was  increased  to  70  in  our  original  study.     This  represented  about 
15  percent  of  the  total  city  recreation  budget. 

Records  on  facilities  and  services  provided  by  the  Richmond  Recreation  and 
Park  Department  are  kept  on  a  district  by  district  basis,  with  the  annexed 
area  representing  one  of  five  districts.    Based  on  these  disaggregated  data, 
nearly  12  percent  of  the  City's  $6.6  million  parks  and  recreation  budget,  in 
fiscal  1975,  was  spent  on  facilities  in  the  annexed  area,  with  the  remainder 
being  used  to  finance  parks  and  recreation  activities  in  the  old  city,  as  shown 
in  Table  18  closely  reflecting  the  original  Annexation  Budget  estimate. 
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Table  18 

Allocation  of  Local  Expenditures  for  Recreation  and  Parks 
(In  Thousands) 


Expenditures 

Percent 
Fiscal  1975 

Percent 
Fiscal  1971 

Old  City 

$5,857 

88.3 

85.3 

Annexed  Area 

778 

11.7 

14.7 

Total  City 

$6,635 

100.0 

100.0 

EDUCATION 

The  local  share  of  public  education  costs  as  a  result  of  annexation  depends 
upon  three  major  factors:  the  number  of  students  being  added  to  the  public 
school  system;  the  difference  in  per  pupil  costs,  depending  upon  grade  level, 
the  need  for  remedial  programs,  etc.;  and  the  effect  the  additional  students 
have  upon  the  level  of  higher  tier  government  aid  for  education  received  by  a 
jurisdiction.    As  is  noted  in  Chapter  Seven,  none  of  these  factors  are  important 
when  estimating  the  fiscal  impact  of  annexation  if  the  annexing  jurisdiction 
contains  financially  independent  school  districts,  since  the  revenue  and  ex- 
penditures associated  with  education  in  an  annexed  area  remain  separate  from 
the  general  city  budget.    However,  in  the  absence  of  independent  school  dis- 
tricts, the  local  cost  of  education — the  largest  item  in  most  budgets --becomes 
an  important  factor  in  determining  the  fiscal  impact  of  annexation. 

Data  on  expected  school  enrollment  and  grade  and  socioeconomic  level  of 
enrollees  can  be  easily  obtained  from  the  records  of  the  school  system  which 
annexed  area  students  currently  attend.     Estimating  the  impact  of  new  students 
upon  higher  tier  government  aid  for  education,  on  the  other  hand,  is  a  fairly 
complicated  process.     In  the  case  of  Richmond,  the  impact  of  annexed  area 
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students  upon  the  public  school  system  resulted  in  a  shift  of  more  than  $1 
million  in  state  aid  to  education. 

The  derivation  of  the  allocation  for  the  local  share  of  education  expendi- 
tures is  presented  in  Appendix  B.     The  method  illustrated  in  the  Appendix  can 
be  transferred  elsewhere,  however  care  must  be  taken  to  note  the  specific 
criteria  used  to  determine  aid  to  education,  which  vary  by  state. 

Finally,  in  estimating  the  impact  of  annexation  on  local  education  expendi- 
tures it  is  important  to  consider  whether  court  ordered  or  voluntary  busing 
within  a  central  city  will  have  an  effect  upon  annexed  area  enrollment,  as  was 
the  case  in  Richmond. 

Local  expenditures  for  education  represent  the  largest  item  in  the  Rich- 
mond budget,  with  $40.4  million  in  local  funds  earmarked  for  education  in  fiscal 
1975.    Based  upon  the  derivation  shown  in  Appendix  B,  of  this  total,  17  percent 
is  allocated  to  the  annexed  area  with  the  remainder  charged  to  the  old  city,  as 
shown  in  Table  19.     Differences  between  the  fiscal  1971  and  fiscal  1975  alloca- 
tions are  primarily  attributable  to  shifts  in  higher  tier  aid,  as  the  proportion 
of  students  from  the  annexed  area  remained  essentially  unchanged. 

Table  19 

Allocation  of  Local  Expenditures  For  Public  Education 
(In  Thousands) 


Expenditures 

Percent 
Fiscal  1975 

Percent 
Fiscal  1971 

Old  City 

$33,507 

82.9 

85.8 

Annexed  Area 

6,931 

17.1 

14.2 

Total  City 

$40,438 

100.0 

100.0 

As  noted  above,  amajor  factor  to  be  noted  in  considering  the  $6.9  million' 
share  of  education  expenditures  attributable  to  the  annexed  area,  is  the  court- 
ordered  busing  of  students  within  the  boundaries  of  the  City  of  Richmond  which 
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occurred  simultaneously  with  the  annexation.    The  sharp  drop  in  enrollment  of 

white  annexed  area  students,  partially  as  a  result  of  this  decree,  has  undoubt- 

1/ 

edly  affected  expenditures. 

According  to  the  Richmond  School  Board,  in  the  absence  of  the  busing 

decree,  the  number  of  students  enrolled  in  public  schools  (kindergarden  through 

grade  12,  including  special  education  students)  from  the  annexed  area  in  fiscal 

2/ 

1975  would  have  been  13,982,      considerably  more  than  the  existing  5,344 

students.        Using  the  School  Board  estimate  of  increased  enrollment,  the  local 

share  of  the  cost  of  education,  had  these  students  joined  the  system,  would  be 

$11.1  million  more.    This  would  more  than  double  the  $7  million  current  local 

cost  of  education  for  the  annexed  area.     Somewhat  offsetting  this  increase,  the 

absence  of  busing  would  have  sharply  reduced  the  cost  of  transportation.  In 

fiscal  1970,   (prior  to  court-ordered  busing)  outlays  for  bus  operation  and 

replacements  were  only  $45  thousand.     In  fiscal  1975  the  cost  of  transportation, 

4/ 

in  the  absence  of  court-ordered  busing,  would  have  been  about  $200  thousand, 

5/ 

compared  to  actual  cost  with  court-ordered  busing  of  $1.7  million,      or  $34  per 

pupil.    Thus,  although  for  the  purpose  of  this  study  we  consider  the  local  share 

of  education  expenditures  for  the  existing  number  of  students  attending  the 

Richmond  public  schools  system,  it  should  be  noted  that  the  existence  of  busing 

6/ 

has  markedly  affected  those  expenditures. 


1/    The  experience  of  most  other  school  districts  with  declining  enrollment 
has  been  that  per-pupil  outlays,  adjusted  for  inflation,  are  not  reduced  in  pro- 
portion to  lower  enrollment.  Thus,  if  the  number  of  students  had  not  been  reduced 
after  1971,  per-pupil  outlays  might  not  have  remained  constant. 

2/    Department  of  Research,  Richmond  School  Board,  September  9,  1975,  Revised 
September  12,  1975  (mimeo) .  In  our  view  this  number  is  an  upper  limit  because  even 
in  cities  with  growing  populations,  school  enrollment  is  declining.  A  more  realisti 
estimate  would  be  10,500,  an  addition  of  5,300  students  to  the  existing  enrollment. 

3/    This  is  an  estimate  of  enrollment,  as  compared  with  the  average  Daily 
Membership  (ADM)  number,  5,207. 

4/    This  increase  also  takes  account  of  the  lower  density  of  the  annexed  area. 

5/  About  $400  thousand  of  this  cost  if  offset  by  State  funds  for  transporta- 
tion.    The  $44  per  pupil  cost  for  transportation  is  high  compared  to  other  cities. 

6/    The  absence  of  busing  is  likely  to  also  affect  non-education  revenue  and 
other  non-education  expenditures  for  local  services.  However  we  will  not  attempt 
to  estimate  these  effects.  In  addition,  scale  diseconomies,  if  any,  which  resulted 
from  the  drop  in  enrollment  have  not  been  estimated. 
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MISCELLANEOUS  EXPENDITURES 

Included  among  the  City's  miscellaneous  expenditure  items  are  Developmental 
Programs,  Mental  Health,  Human  Relations  Commission,  and  Non-Departmental 
functions,  which  include  a  subsidy  to  the  Greater  Richmond  Transit  Authority, 
the  Capital  Area  Agency  on  Aging  and  other  activities.     The  largest  expenditures 
are  the  transit  subsidy  of  $1.8  million,  and  the  payment  to  the  Richmond  Metro- 
politan Authority.    With  the  exception  of  mental  health  services,  the  functions 
included  among  miscellaneous  expenditures  are  concentrated  in  the  old  city.  For 
example,  most  of  the  $848  thousand  Developmental  Program  budget  was  designated 
for  the  Model  Cities  area  of  Richmond,  located  in  the  old  city.    The  activities 
of  the  Human  Relations  Commission,  being  primarily  related  to  race  issues,  also 
focused  on  old  city  residents.    Only  2  percent  of  the  transit  route  miles  are 
in  the  annexed  area,  and  reserve  fund  payments  to  the  Metropolitan  Authority 
are  for  services  rendered  in  the  old  city.     Finally,  Richmond's  Non-Departmental 
Program  budget  of  $9.2  million  was  earmarked  for  a  variety  of  items  including 
civic  and  cultural  activities  and  tax  relief  for  the  elderly — all  concentrated 
in  the  old  city. 

Based  upon  estimates  of  service  demand  made  shown  in  the  Annexa- 
tion Budget,  and  using  per  capita  measures  for  minor  outlays,  of  the 
total  $10.9  million  spent  on  miscellaneous  activities  by  the  City  of  Richmond, 
95.5  percent  is  allocated  to  the  old  city,  the  remainder  to  the  annexed  area. 
Miscellaneous  expenditures  were  not  considered  as  part  of  our  original  study, 
since  a  number  of  services  included  among  miscellaneous  expenditures  were  not 
part  of  the  fiscal  1971  budget. 
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Table  20 

Allocation  of  Miscellaneous  Expenditures 
(In  Thousands) 


Expenditures 

Percent 
Fiscal  1975 

Percent 
Fiscal  1971 

Old  City 

$10,394 

95.5 

N/A 

Annexed  Area 

494 

4.5 

N/A 

Total  City 

$10,888 

100.0 

100.0 

SUMMARY  OF  LOCAL  EXPENDITURES 

Table  21  presents  a  summary  of  local  expenditures  made  by  the  City  of 
Richmond  in  fiscal  1975.     The  annual  cost  of  debt  service  on  capital  outlays 
has  been  subtracted  from  expenditure  totals  at  the  bottom  of  the  Table  to 
yield  total  net  local  operating  expenditures  by  part  of  city. 
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Table  21 

Summary  of  Local  Expenditures  by  Function  for  Fiscal  1975 
(In  Thousands) 


Function 

Allocated  to 
Old  City 

Allocated  to 
Annexed  Area 

Total  City 

*/ 

General  Gov. 

$  9,914 

$  879 

$10,793 

Judiciary 

1,908 

(-22) 

1,886 

Library 

1,936 

119 

2,055 

Public  Safety 

19,974 

2,906 

22,880 

(Police) 

10,151 

982 

11,133 

(Fire) 

7,559 

1,697 

9,256 

(Other  Functions) 

2,264 

227 

2,491 

Public  Welfare 

4,648 

111 

4,759 

Public  Health 

2,569 

286 

2,855 

Public  Works 

10,618 

2,291 

12,909 

Recreation  &  Parks 

5,857 

778 

6,635 

Education 
Miscellaneous 

33,507 
10,394 

6,931 
494 

40,438 
10,888 

Less:  Department 
Debt  Service^-/ 

14,531 

1,609 

16,140 

Total  Operating 
Expenditures 

86,794 

13,164 

99,958 

Per  Capita 

461 

294 

429 

Percent  of  Total 

86.8 

13.2 

100.0 

*/  Includes:  Clerk  and  Council;  Planning;  Bicentennial  Commission;  Commissioner 
of  Revenue;  Assessor;  Auditor;  Dept.  of  Law;  Board  of  Review;  General  Registrar; 
Administration  of  Retirement;  Community  Facilities;  Data  Processing;  City  Manager; 
Budget  Bureau;  General  Services;  Personnel  and  Finance. 

**/  Includes:  Developmental  Programs;  Mental  Health;  Human  Relations  Comm;  and 
Non-Departmental  Functions. 
***/  The  annual  cost  of  departmental  and  school  capital  outlays  is  subtracted 
to  yield  net  operating  expenditures. 
****/  Actual  dollar  amount. 
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CHAFTER  FOUR 
ALLOCATION  OF  CAPITAL  EXPENDITURES 

METHODOLOGY 

As  in  other  cities,  most  capital  outlays  in  Richmond  are  financed  through 

the  issuance  of  municipal  bonds.    Almost  all  of  the  City's  long-term  debt  is  met 

by  the  sale  of  20-year  bonds,  a  time  period  shorter  than  the  economic  life  of 

1/ 

most  capital  investments,  such  as  sewer  lines. 

Following  a  consolidation,  debt  service  payments  continue  for  the  debt 

incurred  by  each  of  the  merged  jurisdictions.     In  the  case  of  an  annexation, 

as  in  Richmond,  the  City,  in  addition  to  assuming  responsibility  for  existing 

debt  service  in  the  annexed  area,  was  also  required  to  make  a  cash  payment  to 

Chesterfield  County  equal  to  the  value  of  capital  facilities  already  paid  for. 

However,  the  cash  payment  and  debt  takeover  do  not  fully  account  for  capital 

costs  linked  to  the  annexed  area,  since  part  of  the  court  agreement  was  that 

additional  facilities  were  to  be  provided  by  the  City  to  upgrade  facilities  to 
2/ 

the  old  city  level. 

There  are  two  approaches  to  estimating  the  annual  cost  of  capital  outlays 
for  an  annexed  area.     One  involves  using  actual  annual  payments  for  the  length 
of  the  bonds  issues  or  assumed  by  a  city;  the  second,  estimating  the  useful 
economic  life  of  the  assets.     For  purposes  of  this  analysis,  the  annual  cost 
of  bonds  issued  by  the  City  of  Richmond  were  based  on  a  20-year  period  at  the 
dominant  interest  rate  at  time  of  the  debt  occurrance.     In  the  case  of  Chester- 
field County  bonds,  average  interest  rates  were  estimated.     Two  categories  of 

1/    For  a  general  discussion  of  the  allocation  of  capital  expenditures 
between  new  and  older  groups  of  residents  in  a  community,  see  Muller  and  Dawson, 
op.  cit. ,  pp.  63-68. 

2/  Since  facilities  taken  over  by  the  City  are  newer  than  those  in  the 
old  city,  their  remaining  useful  life  is  longer.  This  factor  has  to  be  con- 
sidered in  allocating  debt  service  costs. 


-56- 


capital  outlays  need  to  be  considered;  those  taking  place  in  the  annexed  area, 
and  those  linked  to  annexation  but  constructed  in  the  old  city. 

Capital  expenditures  linked  with  the  annexation  affecting  the  annexed 
area  were  grouped  into  four  categories: 

(1)  Payment  (to  Chesterfield  County)  for  the  takeover  of  facilities 
in  the  annexed  area; 

(2)  Debt  service  on  the  proportion  of  existing  Chesterfield  County 
debt  assigned  to  Richmond; 

(3)  Expenditures  for  improved  or  new  facilities  necessitated  by  the 
annexation,  exclusive  of  facilities  planned  to  accommodate  future  growth  within 
the  annexed  area; 

(4)  Improvements  of  existing  facilities  located  in  the  old  city 
necessitated  by  additional  demand  from  annexed  area  residents. 

Capital  outlays  in  the  City  of  Richmond  have  risen  sharply  since  the 
annexation,  absorbing  approximately  18  percent  of  Richmond's  local  revenue 
in  fiscal  1975.    This  expansion,  financed  through  long-term  borrowing,  is 
attributable,  to  a  considerable  degree,  to  the  City's  increased  ability  to 
borrow  as  a  result  of  the  expansion,  by  over  22  percent,  of  the  property  base 
following  annexation.     However,  only  a  small  share  of  additional  outlays,  other 
than  repayment  of  obligations  previous  to  annexation,  have  actually  occurred 
in  the  annexed  area  since  1970.     In  the  following  pages  we  will  discuss  both 
capital  expenditures  linked  to  the  annexed  area  and  those  linked  to  the  old 
city. 

ASSUMPTION  OF  CHESTERFIELD  COUNTY  BONDS 

The  City  of  Richmond,  at  the  time  of  annexation,  accepted  responsibility 
for  Chesterfield  County  bonds  issued  to  finance  schools,  general  sewer  lines, 
water  utilities  and  wastewater  utilities.    The  latter  two  items  appear  as  part 
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of  the  public  utility  budget,  and  will  not  be  accounted  for  here.    The  annual 

cost  for  school  bonds  (15  years  at  3.5  percent)  and  general  sewer  bonds  (20 

1/ 

years  at  3.5  percent)  is  estimated  at  $959  thousand. 
NEW  OR  IMPROVED  FACILITIES  IN  ANNEXED  AREA 

The  City's  1969  Annexation  Budget  stated  that  $19.9  million  in  capital 
improvements  (excluding  utilities)  were  to  be  provided  to  upgrade  existing 
facilities  in  the  annexed  area.     Recent  capital  budgets  and  data  supplied  by 
the  City  have  been  examined  to  determine  what  capital  improvements  in  the 
annexed  area  have  been  completed  or  are  presently  under  construction,  regard- 
less of  whether  these  improvements  were  part  of  the  original  plan.  According 

to  these  data,  annual  debt  service  on  the  facilities  already  built  or  scheduled 

2/ 

for  completion  as  of  July  1,  1975  is  $1.2  million.        Future  construction, 

whether  or  not  part  of  the  original  annexation  plan,  which  was  not  initiated  as 

3/ 

of  fiscal  1975,  is  excluded  from  consideration. 


CAPITAL  EXPENDITURES  LINKED  TO  RESIDENTS  OF  THE  ANNEXED  AREA 

When  Richmond  annexed  a  portion  of  Chesterfield  County,  in  addition  to 

4/ 

assuming  responsibility  for  existing  debt  service  in  the  annexed  area,  the 

City  was  also  required  to  make  a  cash  payment  to  Chesterfield  County  equal  to 

5/ 

the  value  of  capital  facilities  already  existing  and  paid  for  there. 


1/  The  City  estimates  that  interest  and  bond  retirement  for  Chesterfield 
County  bonds  for  these  two  items  total  $971  thousand. 

2/  This  amount  excludes  some  items,  particularly  new  schools,  envisioned  in 
the  annexation  plan  but  not  constructed  due  to  the  decline  in  anticipated  school 
enrollment.  Actually  constructed  in  the  annexed  area  were  three  fire  stations, 
one  public  works  field  headquarters,  a  health  department  branch  office.    A  branch 
library  is  presently  under  construction.  Includes  land  acquisition. 

3/  Future  construction  is  not  included,  since  the  future  annexed  area  revenues 
would  also  have  to  be  adjusted  to  yield  a  meaningful  flow  of  costs  and  revenues 
in  the  annexed  area. 

4/Annual  payments  for  Chesterfield  County  bonds  include  repayment  of  debt 
for  schools,  general  sewers,  and  other  utilities. 

5/  The  cash  payment  to  Chesterfield  County  in  1971  was  $7.8  million. 
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In  addition  to  assumption  of  the  existing  debt  service,  and  the  cash  pay- 
ment to  Chesterfield  County,  capital  expenditures  resulting  from  the  annexation 
include:  the  cost  of  additional  facilities  that  the  City  provided  in  the  annexed 
area  to  upgrade  services  to  the  old  city  level;  and  any  expansion  of  facilities 

located  in  the  old  city  that  is  directly  related  to  the  increased  demand 

1/ 

created  by  the  annexation. 

PAYMENT  TO  CHESTERFIELD  COUNTY 

The  average  annual  cost  of  debt  service  on  the  $7.8  million  cash  payment 
to  Chesterfield  County  for  facilities  taken  over  is  estimated  at  $691,000. 
This  is  based  upon  a  repayment  period  of  20  years  at  an  average  interest  rate 
of  6.2  percent. 

ANNEXATION -RELATED  FACILITIES  IN  OLD  CITY 

In  most  cases,  it  is  not  feasible  to  allocate  the  cost  of  additional 

capital  outlays  in  the  old  city  to  residents  in  the  annexed  area.    While  annexed 

area  residents  may  benefit  directly  or  indirectly  from  these  facilities,  such 

facilities  could  have  been  used  by  suburbanites  in  the  absence  of  annexation. 

However,  one  facility  in  the  old  city  that  is  specifically  attributed  to  the 

annexation  is  an  addition  made  to  the  Juvenile  and  Domestic  Court,  estimated 

at  $165  thousand.     The  apparent  abilities  of  some  facilities  to  absorb  the 

additional  demand  created  by  the  annexation  may  be  due  to  careful  pre-planning 

(some  form  of  annexation  for  Richmond  has  been  pending  for  a  decade)  and  a 

slow  but  steady  drop  in  the  old  city  population.     It  will  be  assumed  that  of 

all  the  facilities  constructed  or  expanded  in  the  old  city  between  1970-1975, 

$1.4  million  represents  the  expansion  necessary  to  meet  the  additional  demand. 

1/    Average  annual  repayment  periods  based  on  bond  interest  rates  over  a 
20-year  repayment  period  will  be  used  where  actual  interest  and  retired  debt 
for  fiscal  1975  cannot  be  calculated  in  allocating  capital  expenditures  for 
each  part  of  the  City. 
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Th  e  annual  debt  service  allocated  to  the  annexed  area  for  this  item  is  $116 
thousand.    This  represents  only  1  percent  of  total  department  debt  payments 
and  about  2  percent  of  debt  attributable  to  new  construction  since  1970. 
SUMMARY  OF  CAPITAL  EXPENDITURES  LINKED  TO  THE  ANNEXED  AREA 
As  shown  in  Table  22,  the  annual  cost  of  debt  service  on  capital  ex- 
penditures related  to  residents  of  the  annexed  area  is  $3.0  million,  or  $67.22 
per  capita. 
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Per  Capita  Cost 
Allocated  toxxx 
Annexed  Area 

Fiscal  *75    Fiscal  '71 

$14.39 

23.73 
20.36 

2.12 

$60.60 

$15.46 

21.45 
27.74 

2.57 

$67.22 

Annual  Cost 
Principal  & 

Interest 
(In  Thousands) 

N 

i-i               as  o     on        o  vo 
on                vo  cm    in         <j-  i-^ 
vo                co  inl     o\         cm  i-i 

i-. 

$3,006 

Amortization 
Multiplier 
(n  -  20)XX 

0.0886 

0.0704 
0.0704 

0.0704 
0.0789 

0.0802 

i 
i 
i 

Average 
Interestx 
Rate 

cm                 m  m      m          oo  o 
vo                 co  co      co         <t  in 

■ 
i 
i 

Repayment 
Period,  as  of 
Fiscal  1975 

15  yrs. 

2-13 
12-20 

2-20 
15-20 

15-20 

i 
i 
i 

Value  at  Time 
jf  Construction 

or  Annexation 
(In  Thousands) 

$  7,800 

(5,245) 
(8,370) 

13,615 
15,710 

1,440 

$38,565 

Cash  Payment  to 
Chesterfield  County  for 
Facilities  In  1970 

Chesterfield  County 
Bonds : 
Schools 

General  Sewers 
Total 

Debt  Service  for  Facil- 
ities in  Annexed  Area 
1970-1975 

Estimated  Debt  Cost 
Annexation -Linked 
Facilities  in  Old  City 
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CAPITAL  EXPENDITURES  IN  THE  OLD  CITY  NOT  RELATED  TO  ANNEXATION 

There  are  three  categories  of  capital  expenditures  linked  only  to  the 
1/  2/ 

old  city:  departmental  debt,      school  debt,      and  debt  incurred  by  the  City 

but  not  allocable  to  any  specific  department.    Of  the  total  $17.7  million  in 

debt  service  on  facilities  linked  to  the  old  city,  departmental  debt  service 
3/ 

costs  of  $10.4  represented  the  major  share,  with  school  debt  ($3.9  million) 
and  unallocated  debt  ($3.4  million)  representing  smaller  portions  of  the  total. 


SUMMARY  OF  CAPITAL  EXPENDITURES 

Table  23  presents  a  summary  of  the  allocation  of  annual  capital  expendi- 
tures between  the  annexed  area  and  the  old  city  for  fiscal  1975. 

Table  23 

Summary  of  Capital  Expenditures  Allocated  to  The  Annexed  Area  and  The  Old  City 

Fiscal  1975 
(In  Thousands) 


Percent 

Expenditures*/ 

Per  Capita 

Fiscal  1975 

Fiscal  1971 

Old  City 

$17,729 

$94 

85.6 

79.3 

Annexed  Area 

3,006 

67 

14.4 

20.7 

Total 

$20,735 

$89 

100.0 

100.0 

*/    Excludes  utilities  other  than  general  sewers. 


1/    For  the  old  city,  department  debt  represents  the  annual  cost  of  all 
capital  construction  prior  to  and  post  annexation.    This  item  was  included  in 
local  expenditure  estimates  for  each  department,  and  then  subtracted  from  total 
expenditures,  as  shown  in  Table  19,  to  yield  net  local  operating  expenditures. 

2/    School  construction  is  financed  through  bonds  issues  by  the  School 
Board. 

3/    Adjusted  to  reflect  $120  thousand  annual  debt  service  allocated  to 
annexed  area  for  old  city  facilities  as  part  of  capital  outlays  between  1970 
and  1975. 
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CHAPTER  FIVE 
REVENUE /EXPENDITURE  FLOW 

As  shown  in  Table  24,  revenue  from  the  annexed  area  of  Richmond  in  fiscal 

1975  exceeded  expenditures  by  $3.1  million,  or  2.7  percent  of  total  local 
1/ 

revenue.        In  fiscal  1975,  per  capita  revenue  in  the  annexed  area  was  $432, 

compared  to  per  capita  outlays  of  $362.    The  major  cause  for  the  surplus  shown 

2/ 

is  lower  demand  for  social  services  (health,  welfare),  police  services  and 
education  from  residents  of  the  annexed  area,  and  the  provision  of  fewer  recrea- 
tional and  library  set-vices  offered  by  the  City  within  the  boundaries  of  the 
annexed  area.     The  lower  demand  for  these  services  is  attributable  to  socio- 
economic differences  in  the  population,  while  fewer  services  available  is 
attributable  to  the  lag  in  construction  of  additional  facilities  and  the 
centralization  of  other  facilities  in  the  old  city. 

There  is  no  evidence  of  "scale  economies"  in  the  provision  of  services 
as  a  result  of  annexation,  with  the  exception  of  general  government,  which 
appeared  to  be  "geared  up"  for  an  increase  in  population  at  the  time  of 
annexation.     In  addition,  the  net  out-migration  from  the  City,  which  has 
reduced  its  population  by  6.4  percent  between  1970  and  1974,  was  concentrated 
in  the  old  city,  which  had  13,900  fewer  residents  in  1974  than  in  1970.  This 
loss  of  residents  from  the  old  city,  which  is  equal  to  about  30  percent  of  all 
residents  gained  from  the  annexation,  contributed  to  the  ability  of  general 
government  and  possibly  other  services  to  cope  with  the  new  demand.  However, 

1/    This  amount  is  below  the  estimated  level  for  fiscal  1971  shown  in 
our  previous  study. 

2/    In  October  1974,  Richmond  allocated  about  3.0  police  officers  per 
1,000  to  the  old  city,  1.2  per  1,000  to  the  annexed  area,  which  is  about  the 
same  ratio  as  in  Chesterfield  County,  but  a  lower  ratio  then  found  in  Henrico 
County. 
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one  should  not  conclude  that  in  the  absence  of  annexation,  no  absolute  reduction 
in  City  employment  would  have  taken  place.     The  experience  of  other  cities  has 
shown,  however,  that  there  is  a  considerable  lag  between  a  decline  in  population  and 
a  reduction  in  personnel,  unless  the  fiscal  situation  is  critical.     The  demand 
for  some  services,  such  as  public  safety  and  social  services  is  generally 
not  reduced,  since  those  outmigrating  tend  to  be  the  more  affluent  and  thus 
require  fewer  such  services.     The  demand  for  public  education  in  Richmond  re- 
duced both  as  a  result  of  "normal11  outmigration  and  court  ordered  busing.  In 
the  absence  of  busing,  more  students  would  have  enrolled  in  public  schools,  a 
factor  having  a  crucial  impact  upon  the  fiscal  flow.     If,  for  example,  as  few 
as  3,200  of  the  8,600  additional  students  from  the  annexed  area  the  City 
Education  Department  maintains  would  have  been  enrolled  in  City  schools  in 

the  absence  of  "white  flight",  had  joined  the  school  system  the  $3.1  million 

1/ 

surplus  would  have  been  eliminated. 

While  a  number  of  hypothetical  scenarios  can  be  drawn  which  might  change 
the  direction  of  the  fiscal  flow,  the  fact  remains  that  the  annexed  area  did 
produce  a  small  surplus  for  the  City  in  fiscal  1975 „    However,  since  the  surplus 
is  not  massive,  the  likely  future  revenue  and  expenditure  trends,  over  time, 
related  to  the  annexed  area  should  be  considered.    The  following  Chapter 
presents  a  brief  discussion  of  longer  term  impact  on  Richmond,  in  an  effort 
to  put  the  results  of  the  1975  fiscal  flow  in  sharper  perspective. 


1/    This  estimate  excludes  capital  outlays  for  additional  schools. 
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CHAPTER  SIX 

THE  LONG-TERM  FISCAL  IMPACT  OF  THE  RICHMOND  ANNEXATION 

The  calculation  of  a  revenue /expenditure  flow  for  one  point  in  time,  in 
this  instance  fiscal  1975,  provides  an  answer  to  the  specific  question  "Is 
Richmond  better  or  worse  off  today  as  a  result  of  annexation?"      However,  in 
evaluating  annexation  as  a  means  of  improving  the  financial  status  of  cities 
it  is  important  to  consider  long-term  (10-20  years)  trends  in  revenue  and 
expenditure  patterns.    A  $3.1  million  surplus  followed  by  a  series  of  deficits 
in  subsequent  years,  would  be  a  weak  foundation  for  asserting  that  annexation 
is  justifiable  for  economic  purposes.     Conversely,  an  initial  budget  deficit, 
due  to  necessary  upgrading  of  the  infrastructure,  if  followed  by  lengthy  periods 
of  surpluses,  would  provide  a  weak  basis  for  concluding  that  annexation  is  un- 
justifiable from  an  economic  perspective. 

In  the  following  pages  we  will  briefly  discuss  revenue  and  expenditure 
trends  that  are  likely  to  occur  in  Richmond  over  the  longer  term.  Because 
our  earlier  study  considered  the  impact  of  the  Richmond  annexation  based  upon 
fiscal  1971  data,  we  have,  for  some  revenue  and  expenditures,  two  points  in 
time  from  which  to  make  observations  about  the  future.     In  addition,  we  make 
reference  to  revenue  and  expenditure  patterns  over  time  in  cities  comparable 
to  Richmond  in  size  and  scope  of  services  provided,  in  an  effort  to  determine 
likely  trends  for  Richmond. 
REVENUE  PATTERNS 

Since  the  real  property  tax  represents  the  single  largest  source  of  local 
revenue  for  Richmond,  changes  in  property  value  in  the  annexed  area  are  likely 
to  have  an  important  effect  upon  the  City's  revenue  patterns.     In  terms  of  value, 
single  family  housing  represents  the  most  important  real  property  category  in  the 
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City  of  Richmond.     In  1971,  the  assessed  value  of  single  family  units  in  the 
annexed  area  was  $21,252,  compared  to  $13,404  in  the  old  city.    Between  1971 
and  1975,  the  value  of  single  family  units  in  the  old  city  increased  by  48  per- 
cent, compared  to  a  27  percent  increase  in  the  annexed  area.    However,  there 
are  two  factors  which  must  be  taken  into  account  when  considering  the  relatively 

lower  increase  in  single  family  housing  value  in  the  annexed  area. 

1/ 

As  noted  in  our  earlier  study,      property  owners  in  the  annexed  area  were 
subject  to  a  property  tax  rate  almost  double  the  Chesterfield  County  rate  upon 
annexation  by  the  City,  in  addition  to  the  payment  of  other  new  non-property 
taxes.    An  increase  in  taxes,  without  an  offsetting  increase  in  public  services 
to  residents  of  single  family  units,  can  be  expected  to  result  in  the  capital- 
ization of  the  tax  increment  into  the  value  of  the  property.    That  is,  one 

2/ 

would  expect  a  relative  drop  in  property  value  as  a  result  of  higher  taxes. 
In  addition,  as  the  result  of  the  court-ordered  busing  decree  occurring 
simultaneously  with  the  annexation,  some  residents  in  the  annexed  area  with 
school  age  children  may  have  realized  a  loss  in  public  services,  by  choosing 
to  either  send  their  children  to  private  school  or  to  move  in  order  to  avoid 
busing.    This  is  clearly  reflected  in  the  sharp  drop  in  school  enrollment  from 
the  annexed  area  after  1970.     Thus,  two  factors  could  have  resulted  in  a 
"one  time"  capitalization  effect.    While  certain  capital  improvements,  such  as 
new  fire  stations  and  streets,  provided  additional  benefits  to  residents,  these 
services  are  considered  less  important  to  households  with  school  age  children 
than  schools. 

Indeed,  property  value  data  in  Richmond  appear  to  reflect  the 
capitalization  phenomenon.         As  shown  in  Table  25,  single  family 

1/    Muller  and  Dawson  (May  1973)  o£.  cit . ,  p.  56,  footnote  79. 

2/    For  an  example  of  residential  property  capitalization,  in  a  central 
city,  see  R.  S.  Smith,  "Property  Tax  Capitalization  in  San  Francisco,  National 
Tax  Journal,  June  1970. 
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property  value  in  the  annexed  area  increased  by  only  3  percent  between  1971 

and  1973,  compared  to  a  17.2  increase  in  the  old  city  for  the  same  period. 

However,  between  1973  and  1975,  the  assessed  value  of  housing  in  the 

annexed  area  increased  by  24  percent,  or  only    slightly  below  the  27  percent 

average  in  the  old  city.     This  would  tend  to  substantiate  the  argument  that 

1/ 

the  relative  reduction  in  value  was  a  "one  time"  phenomenon. 

The  assessed  value  of  apartments  in  the  annexed  area  increased  by 
127  percent  compared  to  only  34  percent  in  the  old  city.     Since  data  on  the 
number  of  apartment  units  by  part  of  city  are  not  maintained  by  Richmond, 
it  is  not  feasible  to  determine  to  what  extent  new  multi-unit  construction 
in  the  annexed  area  is  responsible  for  the  sharp  increase  in  the  value  of 
apartments  located  there.    Between  January  1,  1970  and  July  1,  1975, 
381  acres  of  land  was  absorbed  by  multiple  family  residential  construction, 
indicating  considerable  additions  to  the  apartment  housing  stock. 

The  growth  in  the  value  of  both  "general"  commercial  and  "other" 

commercial  property  has  been  sharply  greater  in  the  annexed  area  compared  to 
2/ 

the  old  city.        The  assessed  value  of  industrial  property  has  also  grown 
faster  in  the  annexed  area  than  the  old  city.     The  changes  in  property  value 
since  1970,  cited  above,  and  data  on  land  utilization  collected  by  the  Richmond 
Department  of  Planning,  strongly  suggest  substantial  building  activity  in  the 


1/    Between  1973  and  1975,  property  value  increases  in  both  parts  of  the 
city  were  close  to  or  above  national  levels  of  increase  for  single  family 
housing. 

2/    "General"  commercial  which  refers  to  retail  sales  establishments, 
increased  44  percent  in  the  annexed  area  and  4  percent  in  the  old  city;  "other" 
commercial,  which  includes  theaters,  office  buildings,  etc.,  increased  by  115 
percent  in  the  annexed  area,  45  percent  in  the  old  city.     In  1971,  14  percent 
of  all  commercial  property  was  in  the  annexed  area,  increasing  to  16  percent 
in  1975. 
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annexed  area.    Because  of  the  existence  of  vacant  developable  land  in  the 
annexed  area,  construction  activity  can  be  expected  to  continue  to  increase 
more  rapidly  in  the  annexed  area  than  in  the  old  city.     Similarly,  business 
taxes  associated  with  commercial  activity  can  also  be  expected  to  increase 
more  rapidly  in  the  annexed  area  than  the  old  city  in  the  coming  years. 
Revenue  from  personal  property  tax,  professional  fees  and  utility  taxes  can 
also  be  expected  to  increase  as  new  commercial  construction  takes  place. 

Table  25 

Change  In  Assessed  Property  Value 

Per  Single  Family  Unit* 
January  1,  1971  to  January  1975 


Assessed  Value 
Per  Unit 
January  1,  1971 

Percent  Change  in  \ 

alue 

1971-1973 

1973-1975 

1971-1975 

Annexed  Area 

$21,252 

2.9** 

23.6 

27.2 

Old  City 

$13,404 

17.2 

26.7 

49.5 

Total  City 

$15,264 

12.7 

25.9 

41.9 

*/    With  only  a  few  exceptions,  one  improved  parcel  equals  one 
single  family  dwelling  unit. 
**/    Loss  in  property  value  of  0.3  percent  between  1971  and  1972. 

OPERATING  EXPENDITURES 


The  major  expenditure  item  in  the  City  budget  is  education.     In  fiscal 
1973,  the  proportion  of  public  school  students  from  annexed  area  was  13.9  per- 
cent and  in  fiscal  1975  it  was  13.5  percent,   indicating  little  change  over  the 
two  year  period.    Unless  there  are  major  national  policy  changes  affecting 
court-ordered  busing,  school  enrollment  from  the  annexed  area  would  be  expected 
to  either  stabilize  or  to  continue  to  show  a  slow  decline.     Thus,  it  is  likely 
that  local  education  expenditures  for  the  annexed  area  will  represent  the  same, 
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or  a  somewhat  smaller  share  of  total  education  expenditures  as  in  fiscal 
1/ 

1975. 

Per  capita  local  expenditures  for  public  services,  other  than  education, 
related  to  the  annexed  area  are  likely  to  increase  over  time.    The  trend  in 
Richmond,  as  well  as  in  other  cities  in  the  late  1960's  and  early  1970fs,  has 
been  to  expand  the  municipal  work  force.     For  example,  the  number  of  general 
government  employees  in  Richmond  increased  from  374  in  1966,  to  663  in  1975. 
While  it  is  difficult  to  determine  to  what  extent  the  increase  in  public  employ- 
ment has  been  directly  a  result  of  annexation,  it  is  possible  to  identify  fac- 
tors affecting  local  expenditures  for  the  major  services  other  than  education, 
namely  public  safety  and  public  works. 

Between  1970  and  1975,  the  City's  Police  Department  increased  by  149 

to  a  total  of  648.    Of  this  total,  in  fiscal  1975  less  than  60  persons  were 

2/ 

allocated  to  provide  police  services  to  the  annexed  area.        As  noted  earlier, 
the  local  share  of  police  service  costs  allocated  to  the  annexed  area  is  below 
the  average  for  suburban  communities  with  less  than  50  thousand  residents  thus, 
over  time,  expenditures  for  police  in  the  annexed  area  are  likely  to  increase. 
On  the  other  hand,  expenditures  for  fire  services  in  the  annexed  area  were 
nearly  19  percent  of  the  City  total  and  are  not  likely  to  increase  substantially 
over  time. 

Since  a  considerable  amount  was  spent  by  the  City  on  public  works  projects 

in  the  annexed  area  shortly  after  the  annexation,  in  an  effort  to  bring  roads, 

drainage  and  sewage  facilities  up  to  City  maintenance  standards,  it  is  unlikely 

that  expenditures  in  this  category  will  show  a  marked  increase  over  current 

rates  in  the  future. 

1/    This  assumes  no  change  in  the  State  formula  for  allocating  general 
aid  to  education. 

2/    The  1969  Annexation  Budget  projected  the  need  for  68  additional  police 
officers  in  1970,  thus  the  current  allocation  is  below  the  1970  projection. 
Almost  all  cities  in  the  200  thousand  to  300  thousand  population  category  in- 
creased their  police  staff  between  1970  and  1974. 
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CAPITAL  EXPENDITURES 

As  noted  previously,  capital  outlays  in  the  annexed  area  between  1970  and 
1975  were  small  in  comparison  to  the  old  city.     In  view  of  the  low  annexed 
area  school  enrollment,  capital  expenditures  were  used  for  the  most  part  to  pro- 
vide primary  streets  and  utilities  as  well  as  fire  stations  in  the  annexed  area. 
Major  increases  in  the  current  rate  of  capital  outlays  should  not  be  expected 
in  the  absence  of  an  increase  in  the  number  of  students  or  substantial  net 
inmigration  which  would  require  expanding  the  existing  infrastructure. 

THE  LONG-TERM  EFFECT 

From  the  preceding  sections,  it  is  apparent  that  the  long-term  impact  of 
the  Richmond  annexation  upon  City  finances  is  likely  to  remain  positive,  pro- 
vided that  certain  conditions  prevail.    Unless  there  are  major  shifts  in  the 
density  or  socioeconomic  characteristics  of  annexed  area  residents,  both  local 
revenues  and  local  expenditures  associated  with  the  annexed  area  are  likely  to 
grow,  taking  inflation  into  account,  with  revenue  outstripping  expenditures  by 
a  small  margin.    However,  as  in  our  earlier  analysis  of  the  Richmond  annexation, 
we  must  conclude  that  the  pivotal  factor  in  maintaining  a  positive  fiscal  flow 
is  the  size  of  the  public  school  enrollment  from  the  annexed  area.    As  noted 
earlier,  the  addition  of  only  3,200  students  from  the  annexed  area  to  the  public 
school  system  would  have  resulted  in  local  education  expenditures  sufficient 
to  offset  the  entire  $3.1  million  surplus  realized  by  the  City  in  fiscal  1975. 
Thus,  a  complete  assessment  of  the  fiscal  impact  of  the  Richmond  annexation 
must  acknowledge  this  under-utilization  of  public  education  by  annexed  area 
residents  as  a  major  cause  for  the  existing  surplus.     It  may  well  be,  however, 
that  in  future  years,  even  if  school  enrollment  were  to  increase,  the  annexed 
area  will  provide  a  fiscal  surplus  if  residential  and  commercial  property 
appreciates  in  value  more  rapidly  than  in  the  old  city. 
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CHAPTER  SEVEN 
CONCLUSION 

In  the  following  sections  will  briefly  discuss  two  points  regarding  the 
methodology  in  this  and  our  earlier  study  of  the  Richmond  annexation.  First, 
will  be  an  overview  on  how  well  the  proxies  did  in  measuring  the  fiscal  impact 
of  annexation  as  compared  with  actual  fiscal  1975  data  for  the  City  of  Richmond. 
Second,  will  be  an  outline  of  the  feasible  methods  for  local  governments  to 
use  in  gathering  data  and  selecting  proxies  for  making  their  own  estimates  of 
the  fiscal  impact  of  a  proposed  annexation.     Finally  will  be  some  general 
observations  on  annexation. 
SUMMARY  OF  METHODOLOGY 

HOW  WELL  THE  PROXIES  DID 

Revenue .     In  our  earlier  study,  with  the  exception  of  real  property  tax 
revenue  and  the  state  sales  tax  redistribution,  new  revenue  resulting  from  the 
1971  annexation  was  estimated  by  proxy.     Income  levels  were  used  in  estimating 
taxes  paid  by  households,  and  the  value  of  commercial  and  industrial  real 
property  was  used  in  estimating  taxes  and  fees  paid  by  business  firms. 

The  use  of  estimated  income  as  a  measure  of  taxes  paid  by  households 
appears  to  have  been  reliable  in  most  cases;  however,  data  on  the  actual  amount 
of  taxes  paid  by  business  firms  located  in  the  annexed  area  indicate  that  less 
revenue  accrued  from  this  source  than  would  be  projected  if  property  value  were 
used  as  a  proxy.     The  most  extreme  example  of  this  is  the  tax  on  machinery  and 
tools.    Although  the  annexed  area  has  8  percent  of  the  City's  industrial  property, 
it  actually  contributed  less  than  one  percent  of  the  tax  revenue  from  this 
source  in  fiscal  1975.     Similarly,  business  firms  in  the  annexed  area  pay  only 
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7.5  percent  of  the  personal  property  tax,  however,  they  represent  16  percent 

1/ 

of  all  commercial  and  8  percent  of  all  industrial  property  in  the  City. 

Revenue  from  city  licenses,  the  largest  non-property  tax  levy  on  business 
firms,  was  estimated  correctly  using  property  value  as  a  proxy.     In  view  of 
the  increased  level  of  commercial  activity  in  the  annexed  area,  one  would 
anticipate  revenue  from  this  source  in  fiscal  1975  to  be  somewhat  higher  than 
the  9.5  percent  estimate  for  fiscal  1971. 

Expenditures .     Population  characteristics  and  estimates  by  local  officials 
were  the  primary  proxies  used  in  estimating  expenditures  in  our  earlier  study 
of  the  Richmond  annexation.    We  estimated  that  in  fiscal  1971,  none  of  the 
services,  except  public  works,  would  require  more  municipal  employees  per 
capita  in  the  annexed  area  than  in  the  old  city  and  these  estimates  were  con- 
firmed based  on  the  1975  data.     In  1971,  we  estimated  that  outlays  in  the 
annexed  area  were  12.8  percent  of  the  City  total,  compared  to  13.1  percent  in 
1975,  with  the  largest  differences  in  expenditures  being  for  judicial  functions, 
libraries,  police,  fire,  other  public  safety,  and  recreation  and  parks.  It 
should  be  noted  that  the  1971  allocation  was  based,  to  a  considerable  degree, 
on  data  provided  in  the  City's  Annexation  Budget.     The  following  section  will 
discuss  data  gathering  methods  that  can  be  used  in  the  absence  of  such  a 
document. 

DATA  GATHERING  METHODS 

There  are  a  number  of  sources  of  published  data  that  can  be  used  in 

estimating  revenue  that  will  accrue  to  a  local  government  as  a  result  of 

annexation.     Many  of  these  were  mentioned  in  Chapter  Two,  including  the  U.S. 

Census  of  Population  and  Housing,  the  Census  of  Retail  Trade,  etc. 

1/    In  addition,  a  smaller  share  of  total  personal  property  tax  was 
allocated  to  business  firms  in  the  earlier  study  than  should  have  been  the 
case  based  on  recent  data. 
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Gathering  data  for  use  in  estimating  increases  in  local  government 
expenditures  as  a  result  of  annexation  is  a  bit  more  difficult.     In  our 
original  study  we  depended,  to  a  considerable  degree,  on  estimates  made  prior 
to  the  annexation  by  the  staff  of  each  department,  as  presented  in  the  Annexa- 
tion Budget.    These  estimates  were  modified,  in  a  few  cases,  based  on  actual 
changes  in  personnel  in  the  first  two  years  following  annexation.     Since  a 
local  government  contemplating  annexation  will  not  have  the  benefit  of  hind- 
sight, it  is  useful  to  consider  how  realistic  such  staff  estimates  were  when 
compared  with  actual  data. 

In  most  instances,  staff  estimates  came  close  to  actual  manpower  allocations 

five  years  after  annexation,  with  a  slight  bias  towards  over-estimation  of 

need  for  additional  personnel.     The  usually  minor  variation  may  be  attributable 

to  the  concern  of  those  making  estimates  not  to  under-project  the  future  demand 

for  personnel;  part  of  the  difference  could  also  be  attributable  to  changes  in 

programs  since  1970.     In  general,  however,  City  staff  were  able  to  anticipate 

likely  future  requirements.     This  finding  differs  from  one  also  based  on 

estimating  service  demand  from  new  development  also  based  on  interviews  with 

public  officials,  where  the  tendency  has  been  to  under-estimate  the  need  for 
1/ 

additional  personnel.        This  is  probably  attributable  to  differences  in  per- 
ception between  estimating  service  demand  for  an  abstract  future  development 
and  estimating  requirements  for  an  area  already  serviced  by  another  jurisdiction. 

Although  it  is  difficult  to  quantify  external  factors,  note  should  be  made 
of  such  things  as:  the  availability  of  funds  for  additional  staff;  pressure 
for  services  from  residents;  and  related  factors  on  the  actual  allocation  of 

\l    These  studies,  as  well  as  alternative  approaches  from  the  perspective 
of  new  development,  are  noted  in  Thomas  Muller,  Fiscal  Impact  of  Land  Develop- 
ment -  Methods  and  Issues,  The  Urban  Institute  1975  and  Muller  and  Dawson, 
op_.  cit.  (1972). 
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personnel  and  the  provision  of  services  in  various  parts  of  a  jurisdiction. 
GENERAL  OBSERVATIONS  ON  ANNEXATION 

Taking  a  step  back  from  the  methodology  developed  for  measuring  the  fiscal 
impact  of  annexation,  and  its  application,  what  can  be  said  pro  and  con  about 
annexation  as  a  tool  for  local  government  to  use  in  improving  their  economic 
status?    How  representative  is  the  Richmond  annexation  and  what  particular 
lessons  about  annexation  can  be  learned  from  the  Richmond  experience? 

HOW  REPRESENTATIVE  IS  RICHMOND? 

In  terms  of  population  characteristics,  the  annexed  area  of  Richmond 
probably  does  not  deviate  substantially  from  the  population  contained  in  other 
large-scale  annexations  made  by  central  cities.     It  included  low  density,  de- 
tached housing  for  primarily  middle  income  families,  small-scale  shopping 
centers  and  some  office  buildings.    However,  unlike  some  annexations,  parti- 
cularly those  in  western  states,  the  annexed  area  of  Richmond  contained 
relatively  few  very  large  tracts  of  developable  open  land.     This  vacant  land 
can  serve  as  a  source  of  revenue  requiring  minimal  public  services  in  the  short 
run,  and  can  offer  a  jurisdiction  the  opportunity  for  alternative  forms  of 
growth  in  the  longer  run. 

Revenue .     The  City  of  Richmond  obtains  a  somewhat  higher  proportion  of 
its  local  revenue  from  business  firms  than  is  typical  of  most  cities  of  similar 
size.    As  such,  annexation  of  a  predominantly  residential  area  is  less 
beneficial  fiscally  than  it  would  be  if  the  City  were  less  dependent  on 
revenue  from  business  firms. 

Although  some  cities  tax  residents'  income,  Richmond  has  no  local  income 
tax.    Were  such  a  tax  levied  by  Richmond,  revenue  from  the  annexed  area  would 
be  considerably  higher  in  relation  to  the  central  city  than  was  found  to  be 
the  case,  since  the  income  of  annexed  area  residents  is  substantially  above 
the  central  city  average. 
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The  Federal  Revenue  Sharing  allocation  to  the  annexed  area  in  Richmond 
was  equal  to  that  of  the  old  city  on  a  per  capita  basis  because  of  the  145 
percent  ceiling  cited  earlier.     In  most  other  cities,  revenue  sharing  per 
capita  to  an  annexed  area  would  be  lower  than  to  the  central  city  due  to  the 
higher  personal  income  level  of  annexed  area  residents. 

Expenditures .    Expenditures  in  the  annexed  area  of  Richmond  for  services, 
with  the  exception  of  education,  follow  the  same  pattern  as  in  other  moderately 
affluent  suburbs;  expenditures  were  lower  than  the  City  average  for  police 
services,  very  low  for  social  services  (health  and  welfare),  and  somewhat  above 
the  central  city  average  for  public  works  and  sanitation. 

The  Richmond  case  is  atypical  in  terms  of  outlays  for  education.     In  most 
instances,  low-density  suburbs  have  more  school  children  per  household 
then  central  cities,  since  middle-income  families  with  children  tend  to  live 
in  detached  housing.     This,  in  fact,  was  the  case  in  the  annexed  area  of  Rich- 
mond prior  to  annexation.    As  mentioned  earlier,  however,  court-ordered  busing 
and  possibly  also  higher  taxes,  caused  both  out-migration  of  families  with 
children  and  a  switch  to  private  schools.     Those  remaining,  both  resulting  in 
lower  than  anticipated  public  school  enrollment  from  the  annexed  area. 

The  extent  to  which  other  communities  could  experience  the  same  situation 
depends  on  two  factors: 

(1)  whether  the  annexed  area  forms  part  of  one  contiguous  school 
district  with  the  central  city,  or  whether,  as  in  the  case  in  Texas 
and  most  Southwestern  and  Western  states,  the  annexing  jurisdiction 
contains  independent  multiple  school  districts; 

(2)  If  only  one  school  district  is  contiguous  with  the  city's 
political  boundaries,  whether  the  district  is  under  a  court- 
ordered  decree  or  voluntary  busing  plan. 
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Richmond  had  court-ordered  busing  imposed  shortly  after  annexation,  in 
addition  to  which,  in  Virginia,  school  district  boundaries  are  congruent  with 
independent  city  or  county  boundaries.     In  the  absence  of  busing,  the  Richmond 
annexation  would  have  resulted  in  an  annual  fiscal  deficit  for  the  City,  in 
part,  because  the  higher  school  personnel  wages  of  the  central  city  became 
the  standard  for  the  annexed  area  school  employees. 

If  there  are  multiple,  fiscally  independent  school  districts  within  a 
central  city,  which  is  the  case  in  many  states,  estimates  of  the  fiscal  impact 
of  annexation  can  ignore  education  from  the  perspective  of  city  finances.  For 
example,  Houston,  Phoenix,  and  San  Antonio  have  a  number  of  school  districts 
within  their  boundaries,  with  each  levying  its  own  taxes. 

Annexed  area,  immediately  following  their  incorporation,  frequently 
require  higher  capital  outlays  than  do  older  parts  of  a  city,     This  is  attribut- 
able to  the  cost  of  connecting  street  and  utility  systems  to  the  city  network, 
upgrading  other  facilities  to  city  standards,  and  the  rate  of  new  development, 
which  tends  to  be  higher  in  annexed  areas  than  in  older  parts  of  the  city. 

In  the  case  of  Richmond,  capital  outlays  in  the  annexed  area  would  have 
been  higher  than  the  old  city  average  if  the  school  construction  initially 
contemplated  had,  in  fact,  taken  place.     However,  in  Richmond  as  well  as  other 
cities,  capital  outlays  in  annexed  areas  over  a  longer  time  period--ten  years 
or  more--should  not  exceed  the  old  city  average.     Once  the  initial  infra- 
structure is  in  place,  it  is  likely  to  have  a  long  economic  life.     In  the  older 
parts  of  a  central  city,  as  its  infrastructure  ages,  becoming  obsolete,  and 
eventually  requiring  replacement,  the  unit  costs  become  higher  than  in  newer, 
lower  density  areas.     This  explains,  in  part,  why  in  the  absence  of  annexation, 
older  cities  have  higher  per  capita  debt  service  than  cities  which  have  ex- 
panded their  boundaries  over  time. 
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THE  LONG  TERM  PROS  AND  CONS  OF  ANNEXATION 

1/ 

From  the  perspective  of  the  annexing  jurisdiction,      what  are  the  long- 
term  effects  of  annexation?     In  answering  this  question,  based  on  our  studies 
of  Richmond  as  well  as  data  from  other  cities,  it  is  important  to  note  that 
annexation,  per  se,  is  not  usually  a  one-time  phenomenon  among  annexing  cities. 
That  is,  cities  in  which  annexation  has  taken  place  usually  view  annexation  as 
a  continual  process,  not  a  one-time  event.     Thus,  for  example,  the  city  of  San 
Antonio  has  grown  from  40  square  miles  to  over  200  square  miles  since  1943 
through  a  number  of  separate  annexations.     Thus  the  benefits  and  costs  of 
annexation  are  likely  to  accrue  gradually  to  a  jurisdiction  over  the  period 
of  years  during  which  annexations  taken  place. 

Given  the  continuous  outmigration  from  central  cities  of  middle  income 
households,  and  to  a  lesser  degree,  business  firms,  the  absence  of  annexation 
or  some  regional  revenue  sharing  compact,  places  most  central  cities  at 
an  increasing  fiscal  disadvantage  with  respect  to  their  neighboring  suburbs. 
Net  outmigration  from  central  cities  between  1970  and  1975  totaled  7  million 
people,  four  times  the  rate  of  outmigration  during  the  1960s.     An  effect  of 
the  outmigration  of  middle  income  families  has  been  that  per  capita  income  in 
central  cities,  as  compared  with  their  suburbs  and  non-metropolitan  areas, 
has  generally  declined.    While  residents  of  most  central  cities  which  have  not 
undertaken  annexation  in  recent  decades  have  incomes  substantially  below  the 
level  of  residents  of  their  suburbs,  this  is  not  the  case  in  those  cities  which 

1/    From  the  perspective  of  the  residents  of  the  area  being  annexed,  an 
effect  of  annexation  is  for  taxes  to  increase  since,  with  or  without  annexation 
central  cities  cannot  usually  maintain  tax  rates  equal  to  or  below  those  of  the 
neighboring  suburbs.     This  is  primarily  because  of  higher  wage  levels  for 
municipal  employees  and  a  wider  array  of  services  offered  by  central  cities  as 
opposed  to  smaller  suburban  jurisdictions. 
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have  annexed.     For  example:  per  capita  income  in  Detroit  is  below  the  level  of 
that  in  the  balance  of  Wayne  County;  Boston,  below  the  balance  of  Suffolk 
County;  St.  Louis,  sharply  below  St.  Louis  County;  and  Chicago,  considerably 
below  Cook  County.    However,  most  cities  with  large  scale  annexation,  such  as 
Phoenix,  Dallas,  and  San  Diego  have  per  capita  income  above  their  contiguous 
counties. 

From  the  perspective  of  aging  central  cities,  there  is  little  doubt  that 
annexation  is  fiscally  beneficial  when  viewed  over  the  longer  run.    This  is 
not  likely  to  be  the  case  when  one  primarily  residential  jurisdiction  annexes 
additional  residential  areas,  or  when  two  residential  jurisdictions  merge. 
It  is  also  important  to  note  that  there  is  an  upper  limit  on  fiscal  benefits 
accruing  to  central  cities  as  a  result  of  annexation,  since  scale  economies 
in  the  provision  of  public  services  are  not  likely  to  exist  when  the  population 
of  a  central  city  increases  much  above  50  thousand.     Thus,  fiscal  benefits 
of  annexation  in  larger  cities  are  generally  attributable  to  lower  demand 
for  some  services  among  those  annexed. 

In  summary,  then,  annexation  can  have  a  positive  long-term  fiscal  effect 
upon  central  cities  if  the  area  being  annexed  includes  higher  income  residents 
and/or  business  firms,  and  open  land  for  expansion.     Further  benefits  in  the 
form  of  scale  economies  in  service  provision  can  be  realized  if  the  population 
of  the  city  does  not  exceed  a  population  of  about  50  thousand  as  a  result  of 
annexation. 
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APPENDIX  A 


Allocation  of  General  Government  Expenditures  By  Function 
(In  Thousands) 


Function 

Old  City 

Annexed  Area 

Total 

Clerk  &  Council 

$159 

$  o 

$159 

Planning 

352 

42 

394 

Bicentennial  Commission 

40 

0 

40 

Commissioner  of  Revenue 

178 

41 

219 

Assessor 

487 

89 

576 

Auditor 

166 

19 

185 

Dept.  of  Law 

462 

108 

570 

Board  of  Review 

2 

0 

2 

General  Registrar 

212 

48 

260 

Adm.  of  Retirement 

28 

3 

31 

Comm.  Facilities 

2,069 

0 

2,069 

Data  Processing 

685 

111 

796 

City  Manager 

387 

17 

404 

Budget  Bureau 

193 

0 

193 

General  Services 

3,089 

284 

3,373 

Personnel 

559 

32 

591 

Finance  Dept. 

846 

85 

931 

TOTAL 

$9,914 

$879 

$10,793 
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APPENDIX  B 

DERIVATION  OF  THE  ALLOCATION  OF 
LOCAL  EXPENDITURES  FOR  EDUCATION 

As  noted  in  the  text,  the  local  share  of  education  expenditures  for 
the  total  city  in  fiscal  1975  was  $40.4  million,  with  $6.9  million  allocated 
to  the  annexed  area  and  $33.5  million  to  the  old  city.     This  allocation  was 
derived  as  follows. 

1.  We  begin  with  the  City's  estimate  that  the  total  cost  of  running 
the  Richmond  Public  School  System  during  fiscal  1975  was  $62.5  million. 
Funds  to  finance  this  bill  for  public  education  come  from  two  sources:  $22.1 
million  were  in  non-local  funds,  coming  from  state,  Federal  and  other  non- 
local sources;  and  the  balance,  $40.4  million,  represents  the  local  share. 
(See  Table  B-l) 

2.  In  order  to  allocate  the  local  share  of  funds  to  finance  education 

($40.4  million)  between  the  old  city  and  the  annexed  area,  we  first  allocate 

the  total  ($62 o 5  million)  funds  for  education  between  the  two  areas  and  then 

1/ 

subtract  from  this  the  non-local  funds  received  by  each  part  of  the  city. 
Through  a  careful  examination  of  each  item  in  the  Richmond  school  budget  for 
fiscal  1975,  the  total  $62.5  million  was  allocated,  with  $53.8  million  attri- 
buted to  the  old  city  and  $8.7  million  to  the  annexed  area.     Table  B-2 
presents  an  itemized  summary  of  the  allocation  of  these  total  expenditures 
for  education. 

1/    Unlike  most  other  public  services,  with  the  exception  of  health  and 
welfare,  in  the  case  of  education  it  is  necessary  to  consider  the  allocation 
of  non-local  funds  because  they  represent  a  large  proportion  of  the  total  spent 
in  providing  education  services.     Thus,  a  change  in  the  amount  received  in  non- 
local funds  as  a  result  of  annexation  can  have  a  substantial  affect  on  the  amount 
of  local  funds  spent  for  education. 
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TABLE  B-l 

Allocation  of  Local  and  Non-Local 
Funds  for  Education 
(In  Thousands) 


Total  City 

Old  City 

Annexed  Area 

Total  Cost 

62,551 

53,822 

8,729 

Non-Local  Funds 

22,113 

20,315 

1,798 

Local  Funds 

40,438 

33,507 

6,931 
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TABLE  B-2 


Allocation  of  Total  Cost  for 
Richmond  Public  School  System 
Fiscal  1975 


Percent 

Allocation 

to: 

Activity  in 

Annexed  Area 

Annexed  Area 

Old  City 

Total 

a/ 

Principals  . 
Supervisors- 

16.7 

$  335 

$1,774 

$2,129 

12.5 

164 

1,148 

1,312 

Teachers  (including  visiting, 

substitute)!!' 

15.9 

4,441 

23,473 

27,914 

Other  Instructional 

15.9 

49 

261 

310 

Subtotal 

5,019 

26,646 

31,665 

Clerical3./  . 

c  / 

Instructional  Aids- 
Other  Instructional—' 

12.4 

164 

1,155 

1,319 

13.5 

229 

1,468 

1,697 

13.5 

300 

1,921 

2,221 

Subtotal 

693 

4,544 

5,237 

Administrative^'  , 
Attendance  &  Health- 

11.4 

181 

1,404 

1,585 

13.5 

116 

746 

862 

Pupil  Transportation^/ 
School  Food^/ 

20.0 

343 

1,371 

1,714 

13.5 

440 

2,818 

3,258 

Operation—'  . 
Maintenance- 
Adult  Education3/ 

13.5 

546 

3,501 

4,047 

13.5 

384 

2,463 

2,847 



671 

671 

Other  Programs^' 

13.5 

194 

1,246 

1,440 

Summer  School^ 
Fixed  Charges-'  . 
Capital  Outlays- 

13.5 

107 

682 

789 

0 

809 

809 

13.5 

228 

1,458 

1,686 
56,610 

Subtotal 
Title  1  Adjustment-' 

8,241 

48,369 

■ment-/ 

-273 

+273 

0 

Special  Education  Adjust 

-  14 

+  14 

0 

Benefits 

15.9 

240 

1,260 

1,500 

Subtotal 

14.1 

8,194 

49,916 

58,110 

Debt  Service 

12.0 

385 

4,056 

4,441 

TOTAL 

14.0 

8,579 

53,972 

62,551 

a/  Percent  activity  in  annexed  area  based  on  analysis  of  payrolls  or  number  of 
personnel  or  activity  allocated  to  each  part  of  the  city  undertaken  by  the 
Richmond  school  system, 
b/  For  allocation,  see  page  B-4. 

c/  Allocation  based  on  proportion  of  enrollment  and  ADM  in  annexed  area.  In 
fiscal  1975,  ADM  in  annexed  area  was  5,215,  or  13.5  percent  of  total, 
d/  All  costs  other  than  compensation  for  board  members,  superintendents,  and 
assistant  superintendents  are  allocated  on  the  basis  of  the  proportion  of  stu- 
dents in  the  annexed  area,  or  13.5  percent  of  all  students. 

e/  The  cost  of  transportation  increased  more,  on  a  per  pupil  basis,  than  the 
number  of  students,  since  the  low  household  density  in  the  annexed  area  re- 
quires longer  bus  trips.     The  estimate  of  20  percent  is  by  the  authors, 
f/  Allocation  of  instructional  personnel  does  not  distinguish  between  personnel 
assigned  for  Title  1  and  special  education  from  other  instructional  functions. 
These  items  transfer  part  of  the  cost  of  Title  1  and  the  share  of  special 
education  outlays  paid  from  local  funds  from  the  annexed  area  based  on  the 
number  of  students  receiving  aid  who  are  residents  of  each  part  of  the  city. 
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Th  e  largest  item  among  education  outlays  was  for  instructional  personnel, 

with  a  total  of  $31.6  million  being  spent  in  fiscal  1975  by  Richmond  for 

principals,  supervisors,  teachers  and  other  instructional  employees.  Since 

teacher's  salaries  represent  the  largest  share  of  the  instructional  personnel 

payroll,  the  impact  of  annexation  on  this  item  is  important  to  note.  Nearly 

18  percent  of  all  teachers  in  the  Richmond  school  system  were  assigned  to 

schools  in  the  annexed  area,  although  only  13.5  percent  of  students  originate 

from  that  part  of  the  City.    The  higher  number  of  teachers  is  attributable, 

at  least  in  part,  to  two  factors:     more  students  are  bused  into  the  annexed 
1/ 

area  than  bused  out,      therefore  more  than  13.5  percent  of  the  students  in  the 
Richmond  system  attend  school  in  the  annexed  area;  and  second,  a  somewhat 
higher  proportion  of  high  school  students,  requiring  a  higher  teacher/pupil 
ratio,  reside  in  the  annexed  area  than  in  the  old  city.    We  assume  that  of 
the  376  teachers  assigned  to  schools  in  the  annexed  area,  10  percent,  or  37 

are  required  as  a  result  of  the  busing  imbalance,  increasing  attendance  in  the 

2/ 

annexed  area.        Thus  only  339  teachers  should  be  charged  to  the  annexed  area 
to  a  cost  of  $4.4  million,  rather  than  the  376  teachers  actually  assigned  to 
schools  in  the  annexed  area.     Likewise,  37  teachers  should  be  added  to  the 
estimated  1,750  teachers  allocated  to  the  old  city,  resulting  in  $23.5  million 
in  teaching  costs  attributable  to  the  old  city. 

Among  other  expenditure  items  that  should  be  considered  in  light  of 
annexation  are  general  administrative  costs.     Of  the  $1.6  million  spent  in 
fiscal  1975  on  education  administration,  11.4  percent,  or  $181,000  is  allocated 
to  the  annexed  area,  the  balance  to  the  old  city. 

1/    3,697  students  are  bused  in  and  2,226  are  bused  out. 

2/    Holding  other  factors  constant,  in  the  absence  of  busing  there  would  be 
about  300  teachers  in  the  annexed  area.     However  additional  teachers  are 
allocated  to  this  area  since  there  is  a  higher  proportion  of  high  school 
students,  requiring  more  teachers  at  higher  average  wages.    We  roughly  estimate 
that  about  339  teachers  should  be  allocated  to  the  annexed  area,  rather  than 
the  376  actually  assigned  to  schools  there. 
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Thus,  of  the  $319  thousand  in  compensatory  aid  the  annexed  area  is  allocated 
$32  thousand. 

Categorical  aid,  which  includes  state  aid  for  special  education,  adult 

education,  and  transportation,  is  allocated  on  the  basis  of  criteria  used  for 

distribution.     For  example,  $891  per  pupil  is  provided  by  the  State  for  each 

student  requiring  special  education.    By  determining  the  number  of  special 

education  students  in  each  part  of  the  city,  the  categorical  aid  earmarked  for 

special  education  can  be  determined. 

The  remaining  category  of  general  state  aid — miscellaneous  funds — totaled 
1/ 

$73  thousand  in  fiscal  1975.        It  is  allocated  on  a  per  pupil  basis,  with 
$10  thousand  being  charged  to  the  annexed  area,  the  balance  to  the  old  city. 

A  large  share  of  direct  Federal  aid  to  local  government  for  education 
is  based  upon  the  number  of  families  below  the  poverty  level.     Taking  the 
criteria  for  various  Federal  aid  programs  into  account  in  each  aid  category, 
$767  thousand  of  the  $7.9  million  in  Federal  aid  will  be  allocated  to  the 
annexed  area,  and  the  remainder  to  the  old  city. 

Table  B-3  summarizes  the  allocation  of  these  non-local  funds  for  education 
by  source. 

4.     Finally,  to  derive  the  allocation  between  the  old  city  and  the  annexed 

area  of  the  local  cost  of  education,  the  allocation  for  total  non-local  funds, 

as  shown  in  Table  B-3,  is  subtracted  from  the  allocation  of  total  cost  as  shown 

in  Table  B-2,  yielding  $33.5  million  in  local  funds  for  the  old  city,  and  $6.9 

million  for  the  annexed  area.    These  data  are  summarized  in  Table  B-l. 

1/  This  amount  represents  the  differences  between  State  aid,  as  computed 
by  the  State  of  Virginia,  and  the  amount  of  aid  accounted  for  by  the  City's 
Education  Department. 
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3.    Next,  it  is  necessary  to  obtain  an  allocation,  by  part  of  city,  of 

the  non-local  funds  for  education.     The  major  source  of  non-local  funds  to 

support  Richmond  public  schools  is  the  State  of  Virginia.     There  are  four 

components  to  state  aid:     basic  aid,  compensatory  aid,  categorical  aid  and 

1/ 

miscellaneous  funds.     The  basic  state  aid  formula      was  revised  in  1974  to 

take  account  of  three  variables:   (1)  personal  income;  (2)  taxable  sales;  and 

(3)  the  true  value  of  real  property  in  each  jurisdiction  in  the  State.  The 

addition  of  the  annexed  area  to  the  City  of  Richmond  has  had  an  effect  upon 

the  amount  of  aid  received,  since  with  respect  to  two  of  these  three  variables 

(income  and  property  value),  the  annexed  area  is  substantially  better  off  than 
2/ 

the  old  city.        In  the  absence  of  annexation,  the  City's  "ability  to  pay" 

index--a  measure  of  the  three  variables  noted  above--would  have  been  0.571. 

3/ 

With  the  addition  of  the  annexed  area,  the  index  rose  to  0.615. 

In  fiscal  1975,  Richmond  received  $8.4  million  in  state  aid  to  education, 
of  which  $8.0  million  was  based  upon  an  ability  to  pay  index  of  0.615.  Since 
in  the  absence  of  annexation,  the  City  would  have  received  $7.7  million  (based 
upon  an  ability  to  pay  index  of  0.571)  the  difference,  of  $298  thousand  should 
be  allocated  to  the  annexed  area,  the  balance  to  the  old  city. 

An  additional  $319  thousand  was  received  by  the  City  in  State  compensatory 
aid  based  on  low  achievement  scores  of  5th  graders.     Since  there  is  a  positive 
correlation  between  income  and  achievement  test  scores,  we  will  assume  that 

4/ 

only  10  percent  of  all  students  with  low  scores  were  annexed  area  residents. 

1/    The  formula  is  as  follows:   (average  daily  membership)  X  ($687)  - 
(revenue  from  State  Sales  tax  redistribution)  X  (1  -  the  ability  to  pay  index). 

2/    The  formula  is  weighed  as  follows:   property  value  =  0.5;  income  =  0.4; 
sales  =  0.1. 

3/    The  average  for  the  State  was  0.500. 

4/    This  may  be  an  over-estimate,  since  the  total  number  of  students  from 
the  annexed  area  was  only  13.5  percent  of  all  students  in  Richmond  public  schools. 
Only  8  percent  of  annexed  area  students  required  special  education. 
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TABLE  B-3 


Summary  of  Non-Local  Funds 
for  Education  by  Source 
(In  Thousands) 


Total  City 

Old  City 

Annexed  Area 

State  Funds 

12,642 

11,821 

821 

Federal  Funds 

7,918 

7,151 

767 

Other* 

1,553 

1,343 

210 

Total  Non-Local 
Funds 

22,113 

20,315 

1,798 

*Tuition  paid  by  non-education  state  agencies  and  local  agencies 
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